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FINANCING  OF  VA  HEALTH  CARE  REFORM 


THURSDAY,  MAY  5,  1994 

U.S.  Senate, 
Committee  on  Veterans'  Affairs 

Washington,  D.C. 

The  Committee  met,  pursuant  to  notice,  at  2:22  p.m.  in  room 
SR-418,  Russell  Senate  Office  Building,  Hon.  John  D.  Rockefeller  IV 
(Chairman  of  the  Committee)  presiding. 

Present:  Senators  Rockefeller,  Murkowski,  Campbell,  Daschle,  and 
Thurmond. 

Also  present  (staff):  Jim  Gottlieb,  chief  counsel/staff  director;  Diana 
M.  Zuckerman,  professional  staff  member;  Kim  Lipsky,  legislative 
aide;  and  John  Moseman,  minority  staff  director/chief  counsel. 

OPENING  STATEMENT  OF  SENATOR  MURKOWSKI 

Senator  MURKOWSKi  [assuming  chair] .  I  would  call  the  hearing  to 
order  on  behalf  of  the  Chairman. 

I  think,  in  view  of  the  fact  that  time  is  late  and  we  have  got  a  full 
group  of  witnesses  here,  with  the  Chairman's  permission,  I  will  go 
into  my  opening  statement.  I  will  be  relatively  brief. 

One  of  the  critical  challenges  I  think  Senator  Rockefeller  and  I 
would  agree  on  is  the  impact  of  health  care  reform  on  the  VA  health 
care  system.  And  as  we  know,  there  are  lots  of  proposals  being 
discussed.  There  is,  of  course,  the  administration's  plan,  Senator 
Nickles  has  a  plan,  Cooper-Breaux  have  a  plan,  the  Chafee  plan, 
there  are  others  that  are  perhaps  still  being  born  and  are  yet  to  be 
delivered.  In  any  event,  our  Committee  has  an  obligation  to  the 
veterans  and  to  the  VA  system  to  examine  the  alternatives.  They  are 
very  complex. 

It  is  true  that  we  may  find  ourselves  in  a  situation  with  what  we're 
examining  now  which  won't  resemble  what  we're  looking  at  a  little 
later,  but  some  of  the  questions  that  we're  interested  in  having  our 
panelists  provide  us  information  with  are  as  follows.  What  if  there 
are  no  alliances  such  as  are  proposed  within  the  Clinton  plan?  What 
if  there  are  no  employer  mandates?  What  if  we  have  real  managed 
competition?  What  if  health  care  reform  is  done  in  increments?  And 
what  if  the  States  were  allowed  to  opt  out  of  health  care  reform?  And 
what  is  the  impact  on  VA  to  these  questions? 

VA  will  always  serve  its  core  patient  group,  but  we  will  soon  have 
to  answer  basic  questions  about  some  other  important  aspects,  such 
as,  which  patients  now  being  served  by  VA  will  have  an  opportunity 


to  go  elsewhere?  Will  they  go  elsewhere?  Will  VA  serve  new  patients, 
and  who  will  those  new  patients  be?  Will  there  be  any  restrictions  on 
them  or  the  type  of  care?  What  health  care  services  will  VA  provide? 
Will  they  move  into  areas  where  they  previously  had  not  had  the 
expertise  or  will  that  be  contracted  out?  How  do  we  pay  for  it? 
Somebody  said  if  you  think  health  care  is  expensive  now,  wait  till  you 
see  what  it  costs  when  you  get  it  free.  [Laughter.]  That  may  be 
referring  to  the  credit  card,  I  don't  know.  But  I  know  we've  all  had  a 
little  experience  with  credit  cards.  The  only  tough  part  about  a  credit 
card  is  when  you  get  your  bill.  Finally,  will  VA  be  able  to  make  the 
transition  from  a  system  of  buildings  to  one  focused  on  patients?  And 
that  is  my  addition,  because  I  think  VA  has  been  pretty  active  in 
continuing  to  build  brick  and  mortar  as  opposed  to  some  of  the  other 
needs  for  greater  outpatient  care. 

So  there  are  no  easy  answers  to  these  questions.  But  I  think  at 
this  stage  it  is  more  important  to  keep  the  doors  of  inquiry  open 
rather  than  close  them.  I  know  the  Chairman  has  assembled  these 
distinguished  witnesses  today.  They  have  impressive  credentials  and 
we  look  forward  to  hearing  their  testimony.  We  leave  them  with  the 
dilemma  to  enlighten  those  of  us  who  have  a  legislative  responsibility. 

I  might  as  well  proceed  until  the  Chairman  comes.  We  are  pleased 
to  welcome  our  first  panel  of  witnesses.  We  have  Dr.  Uwe  Reinhardt 
with  us.  He  is  the  James  Madison  professor  of  political  economy  at 
Princeton.  Professor  Reinhardt  has  served  on  a  number  of  Govern- 
ment committees  including  the  Special  Medical  Advisory  Group  of  the 
then-Veterans  Administration.  Next  we  have  Dr.  Jim  Mongan,  who 
is  the  executive  director  of  the  Truman  Medical  Center  and  dean  of 
the  University  of  Missouri,  Kansas  City,  School  of  Medicine.  Dr. 
Mongan  served  as  a  commission  member  of  the  VA  Mission  Commis- 
sion in  1991.  Also  joining  us  today  is  David  Baine,  director  of  Federal 
health  care  delivery  issues  at  the  General  Accounting  Office  [GAO]. 
Mr.  Baine  is  responsible  for  the  April  GAO  report  on  financial 
planning  for  the  future  of  VA  health  care.  And  Jim  Linz  is  accompa- 
nying Mr.  Baine. 

We  want  to  start  with  David  Baine.  Please  proceed.  We  welcome 
you  to  the  Committee  hearing. 

STATEMENT  OF  DAVID  P.  BAINE,  DIRECTOR,  FEDERAL 
HEALTH  CARE  DELIVERY  ISSUES,  GENERAL  ACCOUNTING 
OFFICE,  ACCOMPANIED  BY  JIM  LINZ,  ASSISTANT  DIREC- 
TOR, FEDERAL  HEALTH  CARE  DELIVERY  ISSUES 

Mr.  Baine.  Thank  you.  Senator  Murkowski.  Thank  you  for  inviting 
us  today  to  discuss  the  financial  and  policy  implications  of  the 
veterans'  health  care  provisions  contained  in  the  administration's 
proposed  Health  Security  Act.  As  you  know,  we  are  conducting  a 
series  of  studies,  many  at  your  request,  looking  into  the  potential 
effects  of  health  care  reforms  on  VA.  My  colleagues,  Jim  Linz  and 
Paul  Reynolds,  who  is  in  the  first  row,  are  here  and  are  available  to 
answer  your  questions.  They  directed  many  of  the  studies  that  we  are 
currently  conducting. 

Mr.  Chairman,  the  veterans'  health  care  provisions  of  the  Health 
Security  Act  address  many  of  the  problems  identified  in  our  reports 


over  the  last  few  years.  Several  financial  and  policy  implications, 
however,  need  to  be  considered  as  the  Congress  debates  VA's  role 
under  a  reformed  health  care  system.  For  example,  the  expanded 
entitlement  to  free  comprehensive  care  benefits  could  add  billions  of 
dollars  to  VA  appropriations  if  all  veterans  entitled  to  free  care  seek 
to  enroll  in  VA  health  plans.  The  provisions  authorizing  the  Secretary 
of  Veterans  Affairs  to  offer  supplemental  policies  covering  such 
services  as  long-term  care  could  add  tens  of  billions  of  dollars  to 
appropriations  and/or  shift  the  priorities  for  VA  care  from  low-income 
and  service-connected  veterans  to  higher  income  veterans  likely  to 
purchase  such  policies.  Finally,  problems  in  setting  accurate  premi- 
ums for  VA  care  could  lead  to  improper  denial  of  needed  care  or 
cutbacks  in  the  availability  of  VA  services  such  as  long-term 
psychiatric  care  or  treatment  for  spinal  cord  injuries  and  Post- 
Traumatic  Stress  Disorder  not  fully  covered  under  the  reform 
proposal's  comprehensive  benefit  package. 

Mr.  Chairman,  without  changes  VA  could  lose  a  substantial  portion 
of  its  workload.  As  you  know,  of  the  multitude  of  health  reform 
proposals  being  considered,  only  one,  the  administration's  proposed 
Health  Security  Act,  would  make  changes  in  the  VA  health  care 
delivery  system  or  VA  eligibility.  Without  such  changes,  VA  will 
likely  loose  a  substantial  portion  of  the  patients  to  whom  it  now 
provides  services,  as  we  pointed  out  in  testimony  here  two  years  ago. 
The  proposed  Health  Security  Act,  however,  would  make  fundamental 
changes  in  both  how  VA  operates  and  in  the  benefits  to  which 
veterans  using  the  system  are  entitled.  This  legislation  would  also 
make  a  number  of  changes  to  VA's  health  care  system  which  are 
summarized  in  our  prepared  statement  and  detailed  in  a  forthcoming 
analysis  of  the  Health  Security  Act  that  we  prepared  at  Mr.  Mont- 
gomery's request  over  in  the  House. 

Before  discussing  the  financial  and  policy  implications  of  the 
Health  Security  Act,  I  would  like  to  spend  just  a  couple  of  minutes 
giving  you  an  overview  of  VA's  current  role  in  meeting  the  health 
care  needs  of  America's  veterans.  In  1990,  9  out  of  10  veterans  had 
other  health  care  coverage  in  addition  to  VA.  Veterans  with  Medicare 
coverage  relied  more  on  Medicare  than  they  did  on  VA  for  their 
health  care.  About  62  percent  of  Medicare-eUgible  veterans  used 
Medicare  but  no  VA  services  in  1990.  By  contrast,  less  than  7  percent 
used  VA  but  no  Medicare  services.  Seven  out  of  10  Federal  dollars 
spent  on  veterans  health  care  came  from  programs  other  than  VA. 
Medicare  accounted  for  about  $20  billion  of  the  $36  billion  in  Federal 
expenditures  compared  to  about  $10.9  billion  under  VA.  Veterans 
using  VA  services  tend  to  have  lower  incomes  and  less  private 
insurance  than  veterans  using  other  providers.  Of  the  1.2  million 
nonservice-connected  veterans  who  used  VA  in  1991,  for  example, 
about  75  percent  had  family  incomes  under  $20,000. 

I  would  like  to  now  turn  briefly  to  some  of  the  principal  financial 
implications  of  the  Health  Security  Act's  provisions.  The  proposed  act 
would  greatly  expand  the  number  of  veterans  entitled  to  free 
comprehensive  care.  Currently,  about  450,000  veterans  with  service- 
connected  disabihties  rated  at  50  percent  or  more  are  entitled  to  free 
comprehensive  care  at  VA.  Under  the  proposed  legislation,  about  9 


million  veterans,  primarily  those  with  low  incomes  or  service- 
connected  disabilities,  would  be  entitled  to  such  care  both  on  an 
inpatient  and  an  outpatient  basis  if  they  enrolled  in  VA  health  plans. 

Senator  MURKOWSKI.  Excuse  me.  On  that  point,  what  would 
motivate  them  to  enroll  in  the  health  plan?  What  would  motivate 
them  to  use  VA  if  they  are  outside  the  VA  system  now? 

Mr.  Baine.  What  would  motivate  them?  A  number  of  things  could 
motivate  them,  sir.  There  is  a  certain  segment  of  veterans  who  use 
VA  because  they  have  used  VA  historically,  like  it,  and  feel — 

Senator  MURKOWSKI.  That's  about  2.5  million  out  of  the  9  million. 
I  am  trying  to  get  at  the  point  of  what  would  bring  the  new  ones 
over? 

Mr.  Baine.  What  would  bring  the  new  ones  over  is  the  relative 
richness  of  the  VA  benefit  compared  to  whatever  benefit  comes  out  in 
a  reformed  health  care  proposal  that  finally  passes  the  Congress.  So 
it  is  the  relative  richness  of  the  benefit  and  the  cost-sharing  provi- 
sions. 

Chairman  ROCKEFELLER  [assuming  chair] .  And  the  fact  that  there 
are  no  copayments,  no  deductibles. 

Mr.  Baine.  Yes,  sir. 

Chairman  ROCKEFELLER.  Not  just  the  benefits,  but  also  the — 

Mr.  Baine.  Both  the  benefits  and  the  cost-sharing  and  what  the 
relative  richness  of  those  benefits  are  in  the  VA  plan  vis-a-vis  the 
comprehensive  benefit  plan. 

Senator  MURKOWSKI.  Yes,  but  if  you  put  6.5  million  more  enrollees 
into  the  VA  system,  how  much  more  is  it  going  to  cost? 

Mr.  Baine.  We  don't  have  a  number  for  how  much  more  it  is  going 
to  cost.  One  of  the  reasons  we  do  not  is  that  is  going  to  depend  highly 
on  what  the  premiums  are,  what  the  other  funding  streams  are, 
whether  these  folks  are  employed,  not  employed,  whether  they  are 
higher  income.  Medicare-eligible  folks  for  whom  VA  under  the  Health 
Security  Act  would  get  reimbursed  from  HCFA,  or  whether  they  are 
the  lower  income  Medicare-eligible  folks  for  whom  they  will  not. 

Senator  MURKOWSKI.  I  don't  want  to  interrupt  your  statement,  but 
I  would  assume  that  there  is  some  relationship  between  the  2.2 
million  veterans  that  are  being  served  now  and  the  $17  billion  that 
we're  spending  on  those  veterans  in  our  budget.  So  if  you  move  that 
figure  from  2.2  million  recipients  to  6.5  million,  I  assume  your  ratio 
of  $17  billion  for  each  2.2  million  would  prevail. 

Mr.  Baine.  There  is  another  factor  too.  Senator,  and  that  is,  under 
the  current  system,  veterans  who  use  the  system  use  it  on  an  episodic 
basis.  In  other  words,  most  veterans  don't  have  all  their  health  care 
provided  by  VA.  If,  under  the  scenario  that  you  propose,  6.5  million 
or  6.6  million  additional  veterans  were  to  enroll  in  the  system,  VA 
would  be  responsible  for  their  entire  care  because  they  would  be 
enrolled  beneficiaries,  and  the  capacity  of  the  system  to  deal  with 
that  and  the  cost  of  dealing  with  that  would  very  much  depend  on  the 
premiums  and  the  funding  streams  and  all  the  things  that  I  men- 
tioned before. 

Senator  MURKOWSKI.  So  it  might  be  as  much  as  another  $60 
billion? 

Mr.  Baine.  I  didn't  do  the  arithmetic. 


Senator  MURKOWSKI.  I  did. 

Mr.  Baine.  And  I  don't  think  I  would.  [Laughter.] 

If  it  is  all  right  with  you,  Mr.  Chairman,  I  would  like  to  briefly 
turn  to  some  of  the  principal  financial  implications  of  the  Health 
Security  Act,  some  of  which  we  just  were  talking  about. 

There  are  two  implications  associated  with  the  provisions  to  entitle 
the  entire  9  million  folks  to  care  in  VA.  First,  if  the  VA  health  plan 
is  successful  in  attracting  all  veterans  entitled  to  free  care,  VA  could 
end  up  paying  the  veteran's  share  of  premiums  and  other  cost-sharing 
for  9  million  veterans.  On  the  other  hand,  if  VA  plans  do  not  enroll 
enough  veterans  to  make  those  plans  financially  viable,  the  Govern- 
ment might  have  to  subsidize  the  plans  to  keep  them  operational  or 
allow  plans  to  fail,  leaving  one  or  more  regions  of  the  country  without 
a  VA  health  plan. 

The  treatment  of  Medicare-eligible  veterans  under  the  Health 
Security  Act  could  result  in  a  shifting  of  significant  costs  currently 
paid  through  Medicare  and  the  States  to  VA.  The  act  would  authorize 
VA  to  recover  from  Medicare  only  for  those  services  provided  to 
higher  income,  nonservice-connected.  Medicare-eligible  veterans.  For 
low  income  service-connected  veterans  eligible  for  Medicare  who 
enroll  in  VA  health  plans,  VA  would  generally  pay  the  entire  cost  of 
health  coverage  through  appropriations.  About  86  percent  of  the 
Medicare-eligible  veterans  who  used  VA  in  1991  would  have  been 
eligible  for  comprehensive  free  care  had  the  provisions  of  the  Health 
Security  Act  been  in  effect  back  then. 

Because  the  veteran  population  is  aging  rapidly,  the  potential  cost 
implications  of  the  expanded  entitlement  to  free  comprehensive  care 
for  Medicare-eligible  veterans  are  even  more  significant.  In  1991,  we 
found  that  about  27  percent  of  the  veteran  population  was  Medicare- 
eligible,  but  by  the  year  2020,  about  45  percent  of  the  veteran 
population  is  expected  to  be  over  65. 

The  relationship  between  supplemental  benefit  provisions  of  the 
Health  Security  Act  and  the  provisions  mentioned  earlier  concerning 
entitlement  to  free  care  has  significant  implications  in  terms  of 
potential  enrollment  in  VA  health  plans,  Government  costs,  and 
equity.  If  the  free  care  provisions  apply  to  supplemental  benefits,  the 
offering  of  nursing  home  coverage  through  supplemental  policies 
could  cost  the  Government  billions  of  dollars.  The  Government  would 
be  responsible  for  the  full  cost  of  these  policies.  Because  veterans 
would  be  sold  policies,  VA  would  have  a  contractual  obligation  to 
provide  medically  necessary  nursing  home  care.  The  Government 
would  then  have  little  choice  but  to  appropriate  the  funds  to  cover  the 
cost  of  that  care  for  the  low  income  and  service-connected  veterans 
enrolling  in  VA  plans. 

VA  officials,  when  we  have  talked  to  them  about  this  particular 
provision  of  the  Health  Security  Act,  believe  that  the  free  care 
provisions  of  that  act  apply  only  to  the  comprehensive  benefit 
package,  and  that  all  veterans  and  their  dependents  would  be 
charged  for  supplemental  benefit  policies.  This  interpretation  would 
raise  a  question  of  equity  with  regard  to  benefits  such  as  nursing 
home  care.  This  is  because  those  purchasing  supplemental  benefit 
policies  would  then  have  a  contractual  right  to  the  nursing  home 


benefits  offered  through  those  poHcies,  but  low  income  and  service- 
connected  veterans  unwiUing  or  unable  to  purchase  a  supplemental 
policy  would  be  able  to  access  those  services  only  if  space  and 
resources  were  available  after  the  needs  of  those  purchasing  supple- 
mental policies  have  been  met. 

As  you  know,  Mr.  Chairman,  the  cost  implications  of  offering 
policies  guaranteeing  unlimited  nursing  home  care  are  immense, 
particularly  when  much  of  that  care  is  paid  through  appropriations. 
VA  currently  spends  about  $1.2  billion  on  long-term  care  services, 
with  a  goal  of  having  a  market  share  of  about  16  percent.  With  the 
rapid  increase  in  the  age  of  the  veteran  population,  demand  for 
nursing  home  care  is  expected  to  increase  dramatically  in  the  next  20 
or  30  years. 

I  would  like  to  finally  mention  the  fact  that  inaccurate  premiums 
could  have  significant  cost  and  access  implications  for  veterans. 
Establishing  accurate  premiums  will  be  a  major  challenge  for  VA 
because  it  does  not  have  adequate  cost  or  utilization  data.  First,  it 
does  not  have  reliable  information  on  what  it  costs  to  provide 
different  types  of  care  in  its  various  medical  centers  across  the 
country;  and  second,  VA  medical  centers  don't  have  accurate 
information  on  the  cost  for  a  day  of  hospital  care  or  the  cost  for  an 
outpatient  visit.  Second,  it  does  not  have  accurate  data  on  health  care 
utilization.  VA  knows  how  many  episodes  of  inpatient  care  and  how 
many  outpatients  visits  its  current  population  uses.  But  several 
problems  limit  the  usefulness  of  this  data.  These  problems  are 
discussed  in  detail  in  my  prepared  statement. 

If  VA  sets  its  premiums  too  low,  additional  fiinds  may  need  to  be 
appropriated  to  cover  the  shortfalls;  otherwise,  this  would  create  an 
incentive  to  deny  VA  enrollees  needed  health  care  services  or 
inappropriately  divert  funds  appropriated  for  VA  health  care  benefits 
not  covered  under  the  comprehensive  benefit  plan  to  pay  for  the 
health  care  provided  to  veterans  and  their  dependents  under  the  VA 
health  plan.  Premiums  set  too  high,  on  the  other  hand,  would 
decrease  the  need  for  appropriated  funds  by  shifting  more  of  the  cost 
of  veterans'  care  to  veterans'  employers.  Under  the  administration's 
proposal,  the  regional  alliances  could  reject  non-VA  plans  if  their 
premiums  are  out  of  line,  but  they  are  prohibited  fi-om  rejecting  a  VA 
health  plan  if  the  same  situation  is  true. 

Mr.  Chairman,  the  veterans'  health  provisions  of  the  proposed 
Health  Security  Act  do,  in  fact,  address  many  of  the  problems  with 
the  VA  system,  such  as  the  complex  eligibility  and  entitlement 
provisions.  However,  the  expanded  entitlement  to  comprehensive  care 
and  the  wide  discretion  that  would  be  given  to  the  Secretary  to  offer 
supplemental  policies  covering  such  services  as  nursing  homes  could 
require  billions  in  appropriations.  In  addition,  we  believe  there  is  a 
significant  risk  the  premiums  will  not  be  adequate  to  cover  the  cost 
of  services  provided  to  health  plans,  and  that  also  will  have  an  effect 
on  the  extent  to  which  the  Congress  must  appropriate  money  to  carry 
out  this  mission. 

Thank  you,  sir. 

[The  prepared  statement  of  Mr.  Baine  appears  on  page  30.] 

Chairman  ROCKEFELLER.  Thank  you,  sir. 


I  want  to  apologize  for  being  late.  Frank  started,  as  he  properly 
should  have  done,  and  gave  his  statement.  My  opening  statement  has 
a  little  different  tenor  from  his.  That  is  not  the  important  news.  The 
important  news  is  that  it  is  terribly  short.  So  I  want  to  give  my 
statement,  and  then  Senator  Campbell  may  also  want  to  give  his 
opening  statement.  And  then.  Dr.  Reinhardt,  we  will  move  right  to 
you,  sir.  This  is  not  a  Senator  being  carried  away  by  an  ego  trip  and 
having  to  give  his  speech,  it  is  just  that  I  really  want  to  make  these 
opening  remarks. 

OPENING  STATEMENT  OF  CHAIRMAN  ROCKEFELLER 

In  the  coming  weeks,  this  Committee  will  be  considering  health 
care  reform  legislation  that  will  try  to  strengthen  the  VA  health  care 
system  and  protect  all  that  is  best  about  that  system.  To  my  way  of 
thinking,  this  is  a  great  opportunity  to  improve  veterans'  medical  care 
dramatically,  and  we  are  committed  to  making  that  happen. 

But  this  is  no  small  task.  It  is  no  secret  that  the  problems  facing 
VA  are  enormous. 

President  Clinton  has  proposed,  in  my  judgment,  a  very  good  plan 
for  our  veterans,  and  most  importantly,  his  is  the  only  reform  plan, 
as  you  indicated,  that  deals  with  the  Department  of  Veterans  Affairs. 
For  the  President's  plan  to  succeed,  we  must  make  sure  that  it  is 
adequately  funded  and  that  the  costs  of  care  are  fully  covered. 

Currently,  VA  facilities  depend  almost  exclusively  on  Federal 
appropriations,  a  fact  which  escapes  most  Americans  but  which  is  of 
course  critical  in  evaluating  the  financial  situation  of  VA.  And  we  all 
know  that  these  appropriations  have  not  kept  up  with  the  health 
needs  of  our  veterans.  Efforts  to  lower  the  national  deficit  inevitably 
make  that  situation  worse,  and  have  led  to  a  patchwork  system  of 
eligibility. 

Under  the  President's  plan,  additional  revenues  will  be  available 
to  fund  VA  health  care  for  the  very  first  time.  I  am  specifically 
talking  about  a  $3.3  billion  fund  that  can  help  some  of  the  VA 
hospitals  to  begin  to  catch  up  with  non-VA  hospitals  for  women's 
medical  care,  preventive  services,  and  other  needed  improvements. 
These  will  come  also  from  health  care  alliance  payments,  Medicare, 
and  other  sources.  It  is  absolutely  crucial  that  we  make  sure  that 
those  revenues  are  sufficient  to  meet  the  needs  of  our  Nation's 
veterans. 

And  so,  the  purpose  of  today's  hearing  is  to  assess  what  we  know, 
what  we  need  to  know,  and  what  we  need  to  do  to  finance  a  much- 
needed  reform  of  the  VA  medical  system. 

[The  prepared  statement  of  Chairman  Rockefeller  appears  on  page 
29.] 

Senator  Campbell,  do  you  want  to  say  anything,  sir? 

Senator  CAMPBELL.  I  have  a  statement  that  I  would  like  to  include 
in  the  record. 

Chairman  ROCKEFELLER.  Without  objection,  your  prepared 
statement  will  be  included  in  the  record. 

[The  prepared  statement  of  Senator  Campbell  appears  on  page  29.] 

Chairman  ROCKEFELLER.  I  am  very  happy  that  Dr.  Uwe  Reinhardt 
is  here.  I  did  not  know,  Dr  Reinhardt,  that  you  were  the  James 
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Madison  professor  of  political  economy  at  Princeton  University.  I  have 
been  impressed  by  you  in  many,  many  ways,  but  now  this  sort  of 
sends  it  off  the  charts.  In  any  event,  you  are  a  heavyweight  in  the 
field  of  health  care  and  a  very  dear  friend,  and  I  look  forward  to  your 
remarks. 

STATEMENT  OF  UWE  E.  REINHARDT,  PH.D.,  JAMES  MADISON 
PROFESSOR  OF  POLITICAL  ECONOMY,  WOODROW  WILSON 
SCHOOL  OF  PUBLIC  AND  INTERNATIONAL  AFFAIRS  AND 
DEPARTMENT  OF  ECONOMICS,  PRINCETON  UNIVERSITY 

Dr.  Reinhardt.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to 
testify  before  you  and  an  honor  to  testify  before  this  particular 
Committee.  As  I  mention  in  my  written  statement,  I  have  a  unique 
bond  with  American  veterans,  one  not  shared  by  most  Americans,  and 
that  is  that  I  was  conquered  by  them  when  I  was  a  little  child.  I  now 
realize  I  was  liberated.  But  I  actually  met  my  first  American  veteran 
across  the  barrel  of  an  M-1  rifle,  and  I  stood  on  the  wrong  side  of 
that.  [Laughter.]  I  describe  what  that  was  like  and  how  people  of  my 
vintage  grew  up  to  worship  and  thank  American  veterans,  what  they 
have  done  for  Europeans.  My  wife  is  Chinese;  she  feels  likewise  what 
American  valor  has  done  for  China.  So  it  is  really  a  great  honor  to  be 
here  among  these  ones.  Although  the  thought  occurred  to  me — we 
were  actually  refugees  and  they  were  shooting  into  our  room — I 
wonder  if  these  GI's  had  known  that  they  were  delivering  live 
ordinance  to  a  future  American  policy  wonk  [laughter] ,  whether  they 
would;  then  again,  some  of  them  might  have  aimed  a  little  better. 
[Laughter.] 

I  have  never  worn  a  uniform  but  I  have  seen  what  soldiers  do,  as 
I  just  told  you,  and  therefore  I  wrote  down  the  ethics  I  bring  to  my 
thoughts  on  VA.  I  really  believe  a  Nation  owes  its  veterans  something 
very  special,  given  what  they  have  done  for  the  Nation.  I  have  seen 
things  you  wouldn't  want  to  see.  I  have  seen  planes  tumble  from  the 
sky,  American  bombers,  where  the  little  parachutes  didn't  come  out 
as  they  usually  did.  And  anyone  who  asks  their  fellow  Americans  to 
take  those  risks,  I  do  believe  owes  them  health  care  that  they  need 
and  health  care  of  the  sort  that  is  available  to  the  most  privileged 
members  of  society.  So  while  this  may  cost  money,  if  I  am  a  little  bit 
legere  on  that  one,  I  really  believe  that  is  driven  by  the  ethics.  Unlike 
many  in  this  room,  I  have  actually  seen  firsthand  what  people  who 
are  now  veterans  have  done. 

My  statement  has  four  parts.  The  first  one  is  to  raise  a  fundamen- 
tal question,  because  I  am  an  egghead,  of  why  is  there  a  VA?  That 
comes  to  mind  because  most  other  nations  do  not  have  separate 
veterans'  health  systems.  I  don't  want  to  go  into  that  now,  it  is  in  the 
statement.  The  second  point  I  raise  is,  can  the  Department  of 
Veterans  Affairs'  health  system  survive  universal  health  reform,  and 
David  Baine  already  answered  that.  It  depends  very  much  on 
whether  VA  is  restructured  to  be  compatible  with  that  new  system  or, 
if  you  just  leave  it  sit  there  as  it  is  now  and  then  march  forward  with 
universal  coverage,  would  that  endanger  the  existence  of  the  system. 
In  the  third  part  I  look  at  some  problems  that  I  perceive  as  an 
outsider  with  the  current  VA  system.  And  finally,  I  make  some 


remarks  evaluating  the  President's  attempt  to  integrate  the  VA 
system  into  health  reform,  which  actually  is  an  attempt  to  assure  its 
survival. 

Now,  because  time  is  limited,  I  focus  only  on  the  last  two  points, 
the  current  problems  that  I  see  and  how  the  President's  plan  deals 
with  that.  There  is  no  question  that  VA  has  distinguished  itself  in 
many  areas.  For  one,  serving  veterans  who  would  not  otherwise  have 
been  well  served,  delivering  specialized  services  soldiers/veterans 
often  need,  contributions  to  research,  and  contributions  to  medical 
education  which  is  massive  in  the  United  States.  So  one  should  never 
lose  sight  of  these  many  positive  contributions. 

When  we  look  at  problems,  that  is  what  wonks  do,  we  tend  to  focus 
on  problems  because  there  is  really  very  little  point  in  just  praising 
the  status  quo.  The  problems  I  see  are,  one,  the  eligibility  rules.  Here, 
as  elsewhere  in  American  policy,  they  are  very  complex.  As  I  mention 
in  my  paper,  there  is  a  cultural  strain  among  us  to  blame  this  on 
government  and  there  is  somehow  a  notion  that  there  is  this  Darth 
Vader  in  our  midst  that  does  these  horrible  things  to  us  good 
American  people.  In  fact,  however,  we  view  government  as  endoge- 
nous— we  economists  that  is;  government  is  really  just  the  expression 
of  our  will.  And  the  reason  our  Government  rules  are  complex  is 
because  we,  the  citizens,  are  so  incredibly  fiissy.  We  want  every  law 
to  make  absolutely  perfect  sense  in  Second  Mesa,  AZ,  and  Fifth 
Avenue  in  New  York;  therefore,  they  have  to  be  written  to  make 
perfect  sense  in  both  locations  at  all  times  for  every  single  American. 
We  are  very  fussy  about  that.  And  secondly,  we  want  to  be  sure  that 
we  never  spend  taxpayer's  money  on  the  undeserving.  And  if  you 
want  to  respond  to  that,  you  will  get  complex  rules. 

And  so  I  would  urge  the  Committee  and  the  Congress  in  general, 
as  you  write  health  legislation,  think  of  this  tradeoff.  If  you  always 
want  to  be  correct,  you  will  have  complex  rules  that  are  expensive, 
even  psychologically.  It  might  be  better  to  follow  what  other  countries 
do;  they  have  rules  that  make  sense  on  average  but  they  know 
occasionally  you  will  get  at  the  fringes  weird  results,  you  will  give 
money  to  the  undeserving,  and  so  on.  But  the  rules  are  simple  and 
therefore  cheap.  And  what  you  lose  being  a  little  free  on  the  eligibility 
side  you  make  up  for  by  simpler  rules.  I  think  the  President's  plan 
tries  to  make  the  rules  simpler.  They  are  now,  as  I  read  it,  quite 
complex. 

The  second  problem  is  a  generic  problem  that  an  economist  sees. 
Maybe  we  are  cynics.  It  has  been  said  an  economist  is  someone  who 
knows  the  price  of  everything  and  the  value  of  nothing.  And  maybe 
I  am  too  cynical,  but  economists  are  always  very  suspicious  of 
institutional  grants;  that  is,  helping  people  by  giving  them  institution 
money  that  is  then  mandated  to  help  these  people,  rather  than  letting 
those  budgets  go  in  a  way  in  little  pouches  around  the  people's  neck. 
So  if  I  go  to  the  institution,  they  get  the  money;  and  if  they  don't 
please  me,  they  don't  get  the  money.  So  the  structure  of  VA  now  is 
that  it  gets  appropriations  and  has  a  budget.  That  puts  the  recipient, 
the  veteran,  in  a  position  of  receiving  services  essentially  as  profes- 
sional noblesse  oblige.  That  works  very  well  in  most  instances  when 
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the  institutions  are  well  staffed,  but  it  does  not  bring  out  quite  the 
customer  orientation  that  perhaps  we  could  have. 

Therefore,  I  think  it  is  important,  and  any  economist  will  tell  you 
that,  that  we  find  a  way  that  makes  the  VA  facilities  earn  their 
revenues  the  old-fashioned  way,  aind  that  is  to  please  the  clients.  And 
if  they  don't,  they  lose  budgets.  That  is  more  easily  achieved  if  the 
budget  travels  with  the  insured.  So  that  is  just  a  general  observation. 

There  is  a  third  shortcoming  that  some  of  us  see,  that  VA  actually 
doesn't  really  have  very  strong  incentives  to  collect  revenues  from 
other  third  party  payers  who  should  be  paying  for  services  rendered 
by  the  VA  delivery  system. 

Now,  the  Clinton  health  plan  is,  as  Mr.  Baine  mentioned,  the  only 
one  that  actually  addresses  VA.  Most  of  these  plans  are  actually  still 
in  the  sketch  stage  and  they  haven't  gotten  to  this  yet,  unless  they 
have  the  thought  of  let's  leave  the  VA  sit  there  and  then  fend  for 
itself.  But  as  Mr.  Baine  pointed  out,  that  is  a  high-risk  strategy  for 
the  existence  of  VA. 

The  President  would  effectively  integrate  the  VA  system  into  the 
framework  of  managed  competition  by  forcing  VA  to  regroup  and  to 
reemerge  as  a  network  of  fully  vertically  integrated  competing  health 
plans.  Of  course,  that  is  one  approach  where  each  VA  health  plan  is 
really  a  mixture  of  insurance  and  delivery  system,  and  a  risk-bearing 
system  such  that  it  could  go  out  of  existence  if  it  doesn't  attract 
enough  clients.  The  alternative  might  have  been  to  leave  the  system 
as  a  delivery  system  that  contracts  for  services  with  competing 
private  health  plans,  particularly  for  those  services  that  VA  is  so  good 
at  and  specializes  in.  That  is  a  design  feature  that  one  could  discuss. 
But  the  President  does  fold  the  system  into  the  framework  of 
managed  competition. 

That  will  have  implications  on  veterans  and  the  VA  system.  I  think 
it  is  important  to  keep  those  two  apart.  There  is  a  tendency  among 
institutions  to  identify  their  own  welfare  with  the  welfare  of  their 
clients,  but  that  isn't  always  100  percent  coincidence.  From  the  point 
of  view  of  the  veterans,  I  think  the  simpler  eligibility  rules  and  the 
wider  choice  available  to  the  veterans  should  be  an  advantage,  and 
veterans  should  like  the  President's  plan.  There  is  a  little  price  they 
pay.  They  now  have,  as  Mr.  Baine  mentioned,  the  freedom,  many  of 
them,  to  choose  on  an  episodic  basis  where  they  would  get  their  care, 
and  here  the  veterans  are  asked  to  make  a  commitment  for  one  year. 
That  I  don't  think  is  an  undue  burden  because  institutions  have  to 
budget,  and  this  makes  it  easier  for  the  VA  system  to  budget. 

How  attractive  VA  will  be  and  how  good  a  deal  this  is  will  depend, 
of  course,  on  the  gap  between  the  benefit  package  offered  by  VA, 
which  of  course  means  money,  and  what  is  available  in  the  private 
system.  I  don't  know  where  this  health  reform  is  going  to  come  out, 
but  my  suspicion  is  when  this  year  is  over,  VA  will  still  be  a  sorely 
needed  failsafe  system  for  our  veterans,  because  I  do  not  think  we 
will  have  universal  coverage  very  soon. 

Now  for  the  system  as  a  whole,  the  President's  proposal  might 
trigger  what  I  call  pre-traumatic  stress  disorder  just  thinking  about 
it.  [Laughter.]  Because  it  is  a  massive  change  in  the  way  VA  has 
conducted  itself.  They  have  to  absorb  risk  in  a  way  they  have  never 
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had  to  before  and  they  have  to  compete.  The  advantage  from  the 
system's  point  of  view  is  that  it  could  bring  in  added  funds,  which 
depends  on  this  gap  between  what  VA  offers  in  the  benefit  package 
and  others.  If  you  wish  VA  to  survive,  the  benefit  package  is  a  pohcy 
lever  that  you  can  use,  plus,  of  course,  the  supplemental  budget  of 
$3.3  billion.  That  may  have  to  be  more.  But  the  benefit  package  is  a 
policy  lever. 

The  instability  it  does  introduce  is,  of  course,  a  risk  the  VA  system 
bears.  And  I  end  with  a  rather  hard-nosed  comment  which  is, 
however,  classic  economics.  In  the  end,  if  in  this  managed  competition 
system  VA  couldn't  pull  its  own  weight,  then  it  has  lost,  in  my  view, 
the  right  to  exist.  But  I  don't  think  that  would  happen.  In  fact,  I 
think  VA  would  do  fairly  well  as  long  as  the  system  isn't  shocked 
overnight,  which  is,  of  course,  not  at  all  the  President's  intent.  So  I 
think  overall  the  President's  plan  guarantees  a  continued  existence 
of  VA  and  seeks  to  upgrade  it.  Thank  you  very  much. 

[The  prepared  statement  of  Dr.  Reinhardt  appears  on  page  39.] 

Chairman  ROCKEFELLER.  Thank  you  Dr.  Reinhardt. 

Before  I  note  that  Senator  Daschle  and  Senator  Thurmond  have 
arrived,  this  is  off  point  but  on  point.  You  said  that  you  are  not  sure 
that  we  will  do  universal  health  coverage  this  year.  I  don't  agree  with 
that;  I  think  we  will.  Just  as  a  conversation  between  the  two  of  us,  it 
is  very  interesting  in  our  private,  nonstaff-attended,  nonpress- 
attended  Finance  Committee  meeting,  with  Republicans  and 
Democrats — and  this  is  not  to  speak  of  Senator  Kennedy's  committee 
which  is  more  liberal  than  ours — there  has  been  general  agreement 
that  we  will  reach  a  so-called  95,  96,  97  percent  level  of  universality 
on  both  sides  of  the  aisle.  There  has  been  no  vote  taken  on  it.  But 
that  is  very  significant.  This  means  that  the  law  would  specify  100 
percent;  the  reason  we  use  95  percent  or  97  percent  is  because  only 
95  percent  of  Americans  have  Social  Security.  You  can  say  100 
percent,  but  not  everybody  actually  ends  up  doing  it.  But  I  want  to 
say  that  I  think  the  momentum  is  building  now  more  towards 
universal  coverage,  which  I  know  you  would  welcome. 

Dr.  Reinhardt.  I  am  sure  Dr.  Mongan  and  I  find  that  therapeutic. 
[Laughter.]  We  had  dinner  with  a  IMember  of  the  House,  and  when 
you  dine  with  IMembers  of  the  House  you  become  increasingly  a  firm 
believer  in  Murphy's  Law.  [Laughter.]  They  can  make  you  rather 
pessimistic  about  this  prospect.  But  this  IMember  of  the  House  did  say 
the  ball  is  really  in  the  Senate  Finance  Committee's  court,  and  that 
is  where  we  will  have  to  expect  our  salvation.  So  I  am  glad  to  hear 
what  you  said. 

Chairman  ROCKEFELLER.  Senator  Daschle  has  arrived.  Do  you 
have  any  comments  that  you  wish  to  make,  sir? 

Senator  DASCHLE.  I  took  your  comment  to  at  least  imply  that  even 
if  we  passed  universal  coverage  this  year,  it  would  be  a  period  of  time 
before  we  fully  appreciate  what  legally  you  can  do  with  mandated 
coverage  for  everybody;  that  is,  the  phase-in  would  take  some  time. 
But  I  think  Senator  Rockefeller  is  right.  I  am  more  encouraged  with 
our  discussions  in  recent  weeks  than  I  was  earlier.  But  I  think  that 
even  if  we  were  to  pass  universal  coverage  today,  it  will  take  some 
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time  to  achieve  practical  universal  coverage.  Legal  universal  coverage 
can  come,  but  practical  coverage  will  come  later. 

Chairman  ROCKEFELLER.  Inevitably  to  be  phased  in. 

Senator  DASCHLE.  That's  right. 

Chairman  ROCKEFELLER.  Senator  Thurmond,  we  welcome  your 
presence.  Do  you  have  a  statement  you'd  like  to  make? 

Senator  THURMOND.  I  have  about  a  2-minute  statement  here,  if  you 
would  like  me  to  make  it. 

Chairman  ROCKEFELLER.  Absolutely,  sir. 

OPENING  STATEMENT  OF  SENATOR  THURMOND 

Senator  THURMOND.  Thgink  you.  Mr.  Chairman  and  members  of  the 
Committee,  it  is  a  pleasure  to  be  here  today  to  receive  testimony 
concerning  the  VA  health  care  system  and  its  financing  under  health 
care  reform.  I  was  prevented  from  being  here  earlier,  and  I  am  sorry 
I  couldn't  get  here  at  the  beginning.  I  want  to  commend  you  and 
Senator  Murkowski  for  scheduling  a  hearing  on  this  important  issue. 
I  share  in  welcoming  our  distinguished  witnesses,  and  they  are 
distinguished  people.  This  Committee  appreciates  your  good  work  on 
this  issue  on  behalf  of  all  veterans  and  we  value  the  contribution  of 
your  knowledge  and  expertise. 

Mr.  Chairman,  while  we  attempt  to  address  the  problem  of  our 
health  care  system,  we  need  to  preserve  the  successful  elements  of 
our  Nation's  health  care  structure.  Furthermore,  as  the  debate  on 
health  care  reform  proceeds,  proper  consideration  must  be  given  to 
the  unique  needs  of  veterans.  It  is  essential  that  the  VA  health  care 
system  be  provided  with  the  resources  to  furnish  quality  care  to  our 
veterans.  The  future  resource  needs  of  the  VA  health  care  system  are 
uncertain  and  dependent  upon  the  shape  of  total  health  care  reform. 
Nevertheless,  it  is  appropriate  that  we  investigate  and  make  some 
determinations  regarding  sources  of  funding  and  financing  policies. 

The  primary  issue,  as  I  see  it,  is  to  ensure  that  sufficient  resources 
be  available  to  support  the  number  of  veterans  who  may  seek  health 
care  from  VA. 

Mr.  Chairman,  I  look  forward  to  working  with  you  and  the 
members  of  the  Committee  and  the  Department  of  Veterans  Affairs 
and  other  members  of  the  administration  to  assure  that  our  veterans 
receive  the  health  care  they  need  and  deserve.  Thank  you  very  much. 

Chairman  ROCKEFELLER.  Thank  you  very  much. 

I  am  very  pleased  that  Dr.  Jim  Mongan  is  here.  When  we  had  our 
Finance  Committee  retreat,  Republicans  and  Democrats,  we  were 
looking  for  a  moderator  who  would  be  exquisitely  neutral  and 
acceptable  and  trusted  on  all  sides  and  we  found  one,  and  he  is  our 
next  panelist,  Jim  Mongan,  who  is  executive  director  of  the  Truman 
Medical  Center,  and  dean  of  the  University  of  Missouri-Kansas  City 
School  of  Medicine.  Welcome,  Jim. 

STATEMENT  OF  JAMES  J.  MONGAN,  M.D.,  EXECUTIVE 
DIRECTOR,  TRUMAN  MEDICAL  CENTER,  AND  DEAN, 
UNIVERSITY  OF  MISSOURI-KANSAS  CITY  SCHOOL  OF 
MEDICINE 
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Dr.  MONGAN.  Thank  you,  Mr.  Chairman.  I  am  here  today  to 
address  the  issue  of  the  structure  and  financing  of  health  care  in  the 
VA  system  in  a  post-health  reform  world  in  which  all  Americans 
would  have  health  care  coverage.  My  knowledge  of  the  VA  system 
stems  primarily  from  what  I  learned  as  a  member  fi'om  1990  through 
1991  of  the  Commission  on  the  Future  Structure  of  Veterans  Health 
Care. 

I  came  away  from  that  experience  with  one  dominant  impres- 
sion— that  although  there  is  much  that  is  good  about  the  VA  system, 
it  suffers  terribly  from  the  powerful  impact  of  an  underlying  political 
gridlock,  which  is  defined  by  the  following  simple  equation:  The 
veterans  organizations  have  enough  political  muscle  to  essentially 
block  closure  of  beds  in  the  VA  system,  but  they  don't  have  enough 
muscle  to  ensure  adequate  financing  of  those  beds.  The  result  of  that 
political  gridlock,  in  my  mind,  is  a  system  with  an  oversupply  of 
underfunded  beds;  a  situation  ripe  for  problems  with  both  quality  and 
efficiency  under  either  the  current  system  or  any  reform  scenario.  I 
think  the  same  political  gridlock  has  led  to  a  misdistribution  of  VA 
facilities,  which  results  in  empty  beds  in  some  areas  and  empty 
promises  in  others. 

I  believe  the  system  cries  out  for  an  overarching  political  agree- 
ment under  which  VA  would  reconfigure  and,  yes,  close  some  of  its 
acute  beds  in  return  for  an  adequate  funding  base  for  those  remain- 
ing. 

But  your  major  interest  was  in  my  view  of  tomorrow,  not  today — of 
a  post-reform  world.  In  view  of  the  colloquy  that  went  on  between  the 
Chairman  and  Dr.  Reinhardt,  perhaps  I  should  drop  this  paragraph. 
But  I  would  say  that  I  must  begin  telling  you  also  that,  as  one  who 
has  followed  this  issue  for  25  years,  I  am  very  concerned  that  this 
Congress  will  not  step  up  and  pass  real  reform;  rather  the  Congress 
will  be  unable,  as  it  was  in  1974  and  1980,  to  assemble  a  majority  for 
the  taxes  or  mandates  necessary  to  finance  broadly  expanded 
coverage.  And  Senator,  as  an  aside,  I  would  love  to  spend  5  minutes 
with  you  sometime  to  go  through  my  graphic,  which  I  call  the 
"slippery  slope  from  universality,"  which  diagrams  the  train  wreck  I 
saw  occur  twice  before  and  which  I  certainly  hope  doesn't  occur  this 
time  around.  So  perhaps  we  can  share  that  at  some  point. 

Chairman  ROCKEFELLER.  Do  you  mean  if  you  achieve  universality, 
it  starts  retreating? 

Dr.  MONGAN.  No.  I  mean  that  you  don't  get  to  universality 
politically.  Each  compromise  down  the  slope.  [See  chart  next  page.] 

Chairman  ROCKEFELLER.  You  don't  get  there.  Yes.  I  understand. 

Dr.  MONGAN.  But  for  your  purposes,  I  will  assume  that  you  prove 
me  wrong  and  that  you  pass  comprehensive  legislation  with  the 
necessary  financing. 

If  you  assume  that  legislation  will  look  like  the  Clinton  proposal, 
at  least  in  terms  of  how  it  relates  to  the  VA  system,  that  would  give 
you  an  environment  in  which  the  VA  system  would  continue  to  exist 
and  in  which  veterans  and  their  dependents  would  have  a  choice  as 
to  where  they  would  get  their  care.  They  could  choose  a  plan  based 
on  the  VA  system  or  they  could  choose  an  alternative  private  plan. 
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I  think  this  scenario  poses  two  very  key  questions:  First,  will  the 
money  be  there?  Will  health  reform  carry  with  it  adequate  financing 
to  cover  the  costs  of  the  additional  veterans  and  their  dependents  who 
might  choose  to  enroll  in  the  system?  Perhaps  paradoxically,  the 
second  question  is,  will  the  patients  be  there?  In  a  world  where  all 
have  coverage,  will  veterans  choose  VA  or  will  they  choose  other 
available  plans? 

With  respect  to  the  adequacy  of  the  financing,  three  conditions 
must  be  met  if  VA  is  to  survive.  First,  of  course,  the  legislation  must 
clearly  enable  and  authorize  funding  by  Medicare  and  the  alliances, 
or  whatever  substitute  organization  controls  the  flow  of  employer- 
employee  funds  and  subsidies.  Second,  VA  must  begin  a  crash  effort 
to  enhance  their  cost  allocation  and  pricing  procedures.  They  must 
know  the  true  cost  of  various  procedures  and  stays  in  order  to 
adequately  bill  other  health  plans  and  in  order  to  negotiate  capitated 
rates  with  the  alliances  or  other  funding  agencies.  And  finally,  VA 
must  begin  to  think  through  how  they  would  pay  other  facilities  for 
services  such  as  pediatric  care  and  emergency  services. 

Now  with  respect  to  the  continuing  flow  of  patients,  I  believe  that 
a  number  of  veterans  will  stay  with  the  VA  system,  either  because 
they  like  the  care  they  receive,  or  they  have  a  strong  identification 
with  their  role  as  veterans,  or  they  have  such  complex  medical  and 
social  problems  that  they  may  not  feel  welcome  in  alternative  plans. 
But  if  I  were  planning  for  the  system,  I  wouldn't  count  on  any  of  this. 
I  think  in  reality  many  decisions  will  be  driven  by  the  copayment 
provisions  of  any  legislation.  The  more  copayment  required,  the  more 
attractive  the  VA  plan  might  be  to  low  income  veterans. 
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And  most  importantly  in  reality,  much  will  be  driven  by  how  user- 
friendly  individual  VA  facilities  can  become.  As  you  may  know, 
current  data  on  the  patterns  of  veterans  who  have  Medicare  coverage 
would  not  give  much  cause  for  optimism,  since  62  percent  of  these  use 
Medicare  exclusively,  24  percent  use  no  care,  and  only  15  percent  use 
the  VA  system  exclusively  or  at  some  point. 

And  finally,  Mr.  Chairman,  I  would  return  to  my  opening  comment. 
With  or  without  reform,  a  reconfiguration  and  a  downsizing  of  the 
system  to  shed  unnecessary  beds  and  to  locate  facilities  where  they 
are  most  needed  will  be  absolutely  critical  to  the  VA  system's  ability 
to  compete  and  survive  in  a  world  with  universal  coverage.  Thank 
you. 

Chairman  ROCKEFELLER.  Thank  you,  sir. 

[The  prepared  statement  of  Mr.  Mongan  appears  on  page  45.] 

Chairman  ROCKEFELLER.  This  is  a  question  to  Dr.  Reinhardt.  That 
doesn't  mean  that  others  can't  answer  as  well.  Under  the  President's 
plan,  VA  would  be  one  of  many  providers  in  each  regional  alliance 
area.  As  you  know,  there  are  Members  of  the  Senate  and  the  House 
who  are  having  trouble  with  the  concept  of  an  alliance  or  purchasing 
group  or  whatever.  I  would  like  to  get  a  sense,  Dr.  Reinhardt,  from 
you  and  others,  that  if  there  were  no  alliances  or  comparable 
institutions  in  the  plan  which  did  pass,  how  would  that  affect  VA? 

Dr.  Reinhardt.  If  there  were  no  alliances,  all  of  the  plans 
somehow  would  have  to  get  their  information  to  the  customers  for 
whom  they  compete.  It  is  hard  to  imagine  how  that  can  be  done 
without  some  form  of  an  alliance.  It  could  be  quite  chaotic  if  everyone 
could  put  out  their  own  information  with  half-truths  and  whatnot. 
There  would  have  to  be  a  clearly  articulated  benefit  package  so  you 
can  tell  what  you  are  actually  buying  for  different  premiums.  I  guess 
it  could  be  done.  VA  would  have  to  engage  in  a  marketing  blitz  just 
like  all  the  other  plans,  probably  engage  marketing  experts,  Madison 
Avenue,  and  do  it  that  way,  the  way  everyone  else  would  do  it. 

There  has  to  be,  it  would  seem  to  me,  some  regulation  on  this; 
otherwise  we  just  go  from  the  frying  pan  into  the  fire.  We  go  the  old 
medigap  route  where  the  elderly  were  not  able  to  understand  all  the 
options  before  them  because  the  insurance  industry  effectively 
designed  it  that  way.  I  always  tell  my  students,  suppliers  always 
want  to  break  prices  down  into  multiples  and  the  product  into  opaque 
things  so  that  they  can  compete  with  images  rather  than  hard  facts. 
I  think  there  should  be  some  form  of  regulatory  body  that  makes  sure 
that  the  information  beamed  at  consumers  is  understandable  and 
fair.  So  there  has  to  be  some  kind  of  alliance,  at  least  like  a  farmers' 
market,  where  they  are  all  under  one  roof  and  they  all  can  sell  their 
eggs;  you  don't  tell  them  how  to  grade  them  particularly  or  what  to 
sell,  but  it  has  to  be  fair  competition. 

Chairman  ROCKEFELLER.  I  think  it  is  true  that  one  of  the  main 
purposes  of  the  alliances  is  often  ignored  by  people,  and  that  is  they 
are  not  so  much  regulatory  in  many  ways,  they  are  simply  data 
collection  systems  without  which  we  would  have  no  way  of  knowing 
what  is  going  on  in  our  health  care  system. 

David  or  Jim,  do  you  have  any  comments  on  that? 
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Dr.  MONGAN.  Well,  Mr.  Chairman,  one  reaction.  When  I  am  asked 
about  a  world  without  alliances  when  you  are  trying  to  design  these 
plans,  I  go  back  20  years  to  the  Nixon  employer  mandate  CHIP 
[Community  Health  Insurance  Purchasing]  plan.  In  1974,  we  were 
talking  about  trying  to  get  universal  coverage  through  employer 
mandates,  but  that  was  of  course  before  all  of  the  managed  competi- 
tion and  alliances.  My  sense  is  it  would  be  harder  without  alliances 
to  achieve  the  goal  that  you  are  trying  to  achieve  here,  which  is  to 
give  all  veterans  a  choice.  I  am  not  sure  it  would  be  impossible.  If  you 
just  had  a  straightforward  Nixon-type  employer  mandate  whei^  you 
just  required  that  the  employers  provided  the  coverage,  presumably 
you  could  add  to  that  a  phrase  that  says  "and  the  employer,  if  the 
employee  is  a  veteran,  has  to  also  offer  that  [VA  care]  as  one  of  the 
options."  I  imagine  it  would  be  doable,  but  I  think  it  is  more  easily 
doable  with  an  alliance  in  place. 

Chairman  ROCKEFELLER.  David? 

Mr.  Baine.  I  think  I  would  agree  with  that,  Senator.  I  would  agree 
with  both  Dr.  Reinhardt  and  Dr.  Mongan  on  that.  The  other  function 
that  I  think  would  be  important  to  VA  is  sort  of  the  redistribution  of 
the  premiums.  Ultimately,  there  has  got  to  be  some  sort  of  organiza- 
tion in  various  sections  of  the  country  to  redistribute  the  funds  that 
are  poured  into  these  alliances.  I  think  that  is  an  important  factor  in 
addition  to  the  marketing  aspect  of  it. 

Dr.  Reinhardt.  If  I  could  just  add  to  that.  I  find  it  very  hard  to 
imagine  a  world  of  managed  competition  with  community  rate,  the 
premiums  that  exclude  preexisting  conditions,  where  you  cannot 
exclude  on  that  basis.  If  you  have  such  a  world,  there  has  to  be 
somebody  that  risk  adjusts  in  the  end  and  makes  the  transfers  from 
plans  that  got  stuck  with  a  lot  of  sick  people  to  plans  who  somehow 
managed  to  pick  mainly  healthy  people.  So  somebody  must  have 
authority  to  make  that  redistribution.  You  can  call  this  animal 
anything  you  want,  but  there  has  to  be  something  behind  these  plans 
that  creates  equity;  otherwise,  community  rating  is  sheer  folly.  You 
would  unleash  the  worst  human  behavior  you  have  ever  seen.  Any 
economist  will  tell  you  that  is  latent  in  community  rating.  If  you  have 
community  rates,  that  brings  out  the  worst  in  people — in  angels,  it 
would  bring  out  the  worst — unless  you  have  a  risk  adjustment 
mechanism,  and  that  has  to  be  operated  by  something.  Maybe  we  just 
need  a  new  name  for  that. 

Chairman  ROCKEFELLER.  In  the  interest  of  clarity,  it  is  interesting 
that  in  the  Clinton  plan  the  risk  adjusting,  the  community  rating, 
that  is  all  done  within  the  alliance.  In  the  Chafee-Dole  plan,  that 
same  function,  including  community  ratings,  would  be  done  by  the 
Federal  Government.  So  where  is  the  bureaucracy  coming  from? 

Senator  Murkowski? 

Senator  MURKOWSKL  I  guess.  Senator  Rockefeller,  what  concerns 
me  is  the  difference  in  these  plans.  Under  my  concept  of  the  alliance, 
which  would  be  a  Government  entity  under  which  VA  would  qualify, 
Blue  Cross,  and  any  number  of  others,  I  am  reminded  of  the  reference 
that  "if  you  love  the  Post  Office  and  its  varied  services,  you'll  love  the 
alliance."  That  doesn't  necessarily  make  me  feel  very  reassured. 
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I  am  at  a  loss  to  explain  how  VA  moves  from  an  environment 
where  it  was  noncompetitive  to  a  competitive  environment — com- 
peting with  other  plans  that  would  be  approved,  the  Blue  Cross  and 
others — without  some  kind  of  incentive.  You  take  an  organization 
such  as  VA  that  clearly  serves  a  very  sensitive  group  of  our  society 
and  suddenly  it  is  opened  up,  which  is  the  theory  under  the  alliance. 
Veterans  can  go  anjrwhere.  How  do  you  restructure  VA  so  it  is 
competitive  without  substantially  increased  budget  allocations?  It  is 
going  to  be  providing  some  services  it  doesn't  now  provide. 

And  then,  where  do  you  get  this  competitive  talent  to  suddenly 
bloom  out  of  an  organization  that  has  never  had  to  foster  that  kind 
of  competitiveness?  Most  of  the  input  comes  from  medical  schools, 
and  the  quality  of  the  people  and  their  expertise  is  beyond  question, 
but  they  are  not  in  a  competitive  atmosphere.  I  am  just  concerned  as 
to  how,  if  we  are  going  to  fund  them  so  that  there  is  some  equity  in 
services,  how  do  you  ensure  that  they  are  going  to  be  able  to  excel  in 
a  competitive  marketplace  where  they  are  competing  with  others  who 
have  had  to  have  the  experience  of  competing  on  a  regular  basis?  It 
would  seem  to  me  that  there  is  a  transition  period  that  might  take 
quite  a  time  and  might  be  at  great  expense.  I  would  appreciate  your 
individual  views  on  that. 

And  then  I  have  one  other  question  that  you  may  take  up  at  the 
same  time,  and  that  relates  to  complexity;  I  think  Dr.  Reinhardt 
mentioned  it.  We  have  such  a  complex  process  now  that  we  take  away 
administrative  initiative  and  set  up  oversight  to  ensure  that  mistakes 
aren't  made.  Every  time  there  is  a  mistake,  instead  of  saying  that 
that  administrator  ought  to  learn  from  that  mistake  and  not  make 
that  mistake  again,  we  set  up  a  structure  of  oversight  at  great  cost, 
taking  away  the  individual  incentive  of  that  administrator  and  to 
some  degree  the  accountability.  I  think  Dr.  Mongan  got  into  that  area 
a  little  bit. 

If  you  would  care  to  address  those  two  questions,  that  would 
satisfy  me,  Mr.  Chairman,  assuming  the  answers  are  right.  [Laugh- 
ter.] Anybody? 

Dr.  Reinhardt.  The  conversion  of  institutions  to  totally  different 
cultures  is  always  a  difficult  thing.  You  really  need  organizational 
theorists  who  can  explain  that  to  you.  But  if  I  had  to  observe,  I  think 
that  is  the  genius  of  the  United  States,  that  generally  Americans  are 
better  at  this  than  almost  any  one  else. 

Senator  MURKOWSKI.  Yes.  Americans  are,  but  Government  isn't. 
[Laughter.] 

Dr.  Reinhardt.  But  you  see,  I  view  Government  as  really  part. 
Take  the  Post  Office,  you  mentioned  the  Post  Office.  They  sat  there 
and  they  didn't  have  the  Federal  Express  type  of  service.  iUong  comes 
this  man  from  Tennessee  and  introduces  Federal  Express  and  the 
Post  Office  did  respond,  I  thought,  rather  fast  with  overnight  service. 

Senator  MURKOWSKI.  They  just  dropped  it  again. 

Dr.  Reinhardt.  They  did?  Well,  you  are  way  ahead  of  me  on  this. 
But  that  is  ultimately  the  test,  because  the  alternative  is  to  have  it 
sit  there  as  a  system  with  its  own  noncompetitive  rules,  like  the  Post 
Office  but  worse,  and  not  have  these  incentives  to  be  on  their  toes 
and  be  customer  oriented.  I  actually  have  some  faith  that  they  can  do 


18 

it.  But  the  key  word  is  the  speed  of  the  transition,  and  I  mention  that 
in  my  testimony.  Transitions  like  that  usually  do  cost  a  little  upfront 
money.  This  should  be  viewed  almost  as  an  investment  for  a  better 
system  in  the  long  run.  The  real  question  you  then  ask  yourself,  are 
you,  the  Congress,  at  this  time  willing  to  make  the  investment  to  give 
us  a  more  flexible,  more  customer-oriented  VA  in  the  future?  That  is 
really  the  way  the  question  should  be  phrased.  But  I  have  no  doubt 
that  transition  can  be  made. 

Dr.  MONGAN.  If  I  could  add  a  point,  and  I  should  say  as  a  "truth  in 
labelling  upfront,"  I  don't  have  the  answer  to  your  question,  but 
maybe  I  can  give  you  a  little  bit  of  perspective  that  might  be  helpful. 
It  struck  me  as  I  was  preparing  for  this  hearing  that  I  run  a  facility 
that  has  some  similarities  to  VA.  I  run  a  public  hospital  out  in 
Kansas  City  for  the  indigent,  so  essentially  we — and  all  of  our  brother 
public  hospitals  around  the  country — are  serving  a  captive  population, 
if  you  will,  and  a  population  who,  if  everybody  gets  health  care,  forces 
us  to  ask  ourselves  if  they  will  continue  to  come  to  our  facility.  If  I 
were  running  a  VA  hospital,  I  would  be  asking  the  same  question. 

I  think  we  both  have  to  be  candid.  The  public  hospitals  have  some 
stigma;  they  are  viewed  as  "where  the  poor  people  go."  I  think  some 
of  that  attaches  to  some  of  the  VA  facilities.  I  think  at  the  same  time 
we  have  some  cachet — our  trauma  services,  for  example — I  think  VA 
has  some  cachet  in  terms  of  its  sensitivity  to  veterans — its  geriatrics, 
et  cetera.  I  think  there  are  people  who  will  be  inclined  to  stay,  but  I 
think  it  is  going  to  be  incumbent  upon  us  to  change  the  cultures  of 
our  institution.  We  are  doing  the  same  kinds  of  things;  we  are  having 
focus  groups,  we  are  trying  to  get  our  employees  to  understand  that 
care  is  a  customer  service  thing  that  would  be  very  important  in  that 
environment. 

I  don't  think  the  picture  is  all  that  bleak  because  I  do  think  we 
have  some  things  going  for  us,  as  with  VA.  We  do  have  a  tradition  of 
service  to  our  population.  People  in  the  inner  city  in  Kansas  City 
know  that,  by  God,  when  they  need  help,  they  get  it  at  our  facility 
and  have  for  20  years.  We  have  that  to  build  on  and  I  think  VA  has 
that  to  build  on.  I  think  it  has  a  staff  uniquely  attuned  to  the  needs 
of  those  people.  So  I  don't  think  it  is  all  bleak,  but  it  is  going  to  take 
a  lot  of  hard  work. 

Mr.  Baine.  Senator  Murkowski,  I  too  don't  think  it  is  all  bleak.  I 
do,  however,  think  that  many  of  these  changes  that  will  be  made  to 
VA  represent  major,  major  challenges  to  VA.  The  system  as  it  is  now 
is  largely  an  inpatient  system.  It  is  trying  to  get  to  a  more  ambula- 
tory care  system.  It  is  largely  episodic.  They  are  trying  to  get  to  the 
care-of-the-whole-person  type  of  system. 

In  addition,  there  are  many  challenges  that  VA  would  face  in  terms 
of  competing  with  the  private  sector — marketing,  business  plans,  do 
you  know  what  things  cost,  how  do  you  set  the  premiums.  These  are 
things  that  people  have  been  in  business  doing  a  long  time  that  VA 
has  not.  And  I  think  that  is  going  to  be  a  major  challenge  and  from 
talking  to  the  folks  at  VA,  they  know  it  is  going  to  be  a  major 
challenge.  They  certainly  have  indicated  to  me  that  they  are  up  to  the 
challenge  and  they  welcome  the  challenge. 

Chairman  ROCKEFELLER.  Did  you  want  to  say  something? 
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Mr.  LiNZ.  Yes.  If  I  could  focus  for  just  a  minute  on  two  of  the 
issues  that  I  think  will  be  important  in  determining  the  extent  to 
which  veterans  might  come  to  a  VA  health  plan.  Those  are  accessibil- 
ity and  cost  sharing.  The  closer  VA  gets  to  mirroring  the  network  of 
community  providers  that  a  traditional  managed  care  plan  or  HMO 
has,  I  think  the  greater  chance  they  have  got  to  attract  veterans.  But 
at  the  same  time,  unless  they  attract  a  larger  market  share  of  the 
veteran  population,  the  net  effect  is  going  to  be  a  draining  of  their 
existing  facilities.  So  really,  to  keep  the  workload  up  in  their  171 
hospitals,  they  are  going  to  have  to  have  a  larger  market  share. 
Either  that  or  require  all  veterans  that  join  the  VA  plan  to  use  the 
VA  medical  centers.  I  don't  think  veterans  are  going  to  join  the  VA 
plan  if  they  have  to  travel  to  a  VA  facility,  if  they  can  go  to  another 
plan  without  having  to  travel. 

The  other  thing  that  I  think  is  going  to  be  very  important  is  the 
extent  of  cost  sharing.  If  our  interpretation  of  the  free  care  provisions 
is  correct  and  supplemental  benefits  would  also  be  free,  then  that 
could  be  a  very  significant  determinant  of  whether  Medicare-eligible 
veterans  would  join  a  VA  plan.  If  the  Secretary  decided  to  offer 
unlimited  nursing  home  coverage  as  a  supplemental  benefit,  I  think 
you  would  find  veterans  that  were  at  risk  of  or  in  nursing  homes 
flocking  to  a  VA  plan.  But  most  of  that  would  be  funded  entirely 
through  VA  appropriations. 

Senator  MURKOWSKI.  Thank  you,  Mr.  Chairman.  I  would  like  to 
thank  Mr.  Linz  and  Mr.  Baine.  At  our  request,  they  have  provided 
this  research  and  statistical  information,  and  we  are  most  apprecia- 
tive, gentlemen. 

Senator  THURMOND.  Mr.  Baine,  could  I  ask  you  a  question. 

Chairman  ROCKEFELLER.  Mr.  Chairman,  I  want  to  come  to  you  but 
I  always  go  on  the  order  of  appearance  at  the  hearing.  So  I  want  to 
go  to  Senator  Daschle. 

Senator  DASCHLE.  Mr.  Chairman,  if  you  are  in  a  hurry,  you  are 
more  than  welcome  to  proceed. 

Senator  THURMOND.  You  are  not  in  a  hurry? 

Senator  DASCHLE.  I  am  never  in  as  much  of  a  hurry  as  you  are. 
[Laughter.] 

Senator  THURMOND.  Thank  you  very  much.  I  just  have  one 
question  to  ask  Mr.  Baine. 

As  VA  attempts  to  market  its  health  plan,  there  may  be  a  strategy 
or  consequence  of  larger  enrollments  of  nonservice-connected  or  high 
income  veterans.  The  question  is,  what  will  VA  do  to  ensure  that 
facilities  and  treatment  are  available  for  service-connected,  low 
income,  ex-POW,  and  World  War  I  veterans? 

Mr.  Baine.  As  we  pointed  out  in  our  statement.  Senator 
Thurmond,  the  low  income,  service-connected  veterans  under  the 
Health  Security  Act  would  be  entitled  to  care  as  the  proposed  act  is 
written.  To  the  extent — and  I  believe  your  question  really  goes  to  the 
supplemental  policies — that  if,  in  fact,  VA's  interpretation  of  the 
Health  Security  Act  is  correct  and  the  Secretary  is  authorized  to  sell 
supplemental  policies  to  veterans,  both  low  income,  service-connected 
and  higher  income,  nonservice-connected,  then  the  likelihood  is  that 
those  folks  would  be  able  to  afford  those  supplemental  policies  more 
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than  the  lower  income  folks  and  jump  their  entitlement  over  the  low 
income,  service-connected  folks.  And  that  is  a  concern  that  we  would 
have  just  in  terms  of  the  equity  of  what  rolls  out  of  the  supplemental 
care  provisions. 

Senator  THURMOND.  Thank  you  very  much.  Thanks  to  the  Senator 
from  South  Dakota,  too.  South  Dakota.  [Laughter.] 

Senator  DASCHLE.  That's  correct.  South  Carolina. 

Senator  THURMOND.  I'm  glad  you  are  from  the  South. 

Senator  DASCHLE.  Those  of  us  in  the  South  stick  together. 
[Laughter.] 

Senator  THURMOND.  Thank  you  very  much. 

Senator  DASCHLE.  IMr.  Chairman,  I  would  like  to  follow  up  on  a 
comment  that  Mr.  Linz  made  in  response  to  Senator  Murkowski's 
question.  I  may  have  it  wrong,  but  it  would  seem  to  me  that  the 
market  is  going  to  respond  very  well  to  the  fact  that  we're  increasing 
by  20-fold  the  number  of  people  who  are  entitled  to  free  care.  As  I 
understand  it,  it  is  now  about  450,000  and  we  are  going  to  increase 
that,  according  to  your  study,  to  9  million.  If  you  have  got  a  20-fold 
increase  in  the  availability  of  care  to  those  veterans  who  are  disabled, 
it  would  seem  to  me  that  there  would  be  a  significant  increase  in  the 
volume  of  care  provided  regardless  of  where  those  veterans  may  be. 
I  recognize  that  facility-wise  and  service-wise  there  is  a  disparity 
between  the  Department  of  Veterans  Affairs  and  the  private  sector, 
but  free  care  compensates  for  a  lot  of  that.  It  would  seem  to  me  that 
if  they  get  the  same  benefits,  even  if  the  facility  isn't  quite  as  nice 
and  they  may  have  to  wait  just  a  little  bit  longer,  they  would  go  a 
long  way  to  get  that  care.  But  I  would  like  you  to  address  that  if  you 
would.  Is  that  correct? 

IVlr.  LiNZ.  I  think  for  some  veterans,  yes.  Nine  million  are  entitled 
today  to  some  free  care  from  VA  and  not  many  of  them  are  coming  to 
VA. 

Senator  DASCHLE.  But  they  are  only  entitled  to  that  care  which  is 
service  connected.  Isn't  that  correct? 

Mr.  LiNZ.  No.  Most  of  them  are  entitled — all  that  9  million  are 
entitled  to  hospital  care  as  long  as  space  and  resources  hold  out.  So 
even  the  service-connected  veterans  are  not  entitled  if  the  space  and 
resources  aren't  there.  So  they  can  get  care  from  VA  today,  but  most 
of  them,  though,  have  other  resources  and  they  get  care  in  their 
communities. 

Senator  DASCHLE.  I  guess  what  I  would  like  to  know  is  can  you 
quantify  the  expectation  that  this  shift  in  free  care  actually  would 
entail.  What  does  that  mean  to  go  from  providing  some  free  care 
today  to  complete  free  care  tomorrow,  not  for  450,000  but  for  all  9 
million?  Is  there  a  way  to  calculate  the  frequency  of  access  as  well  as 
the  cost  associated  with  that  access? 

Mr.  LiNZ.  I  think  the  importance  of  free  care  goes  more  to  the  low 
income  than  to  those  with  the  ability  to  pay  their  20  percent  share  of 
premiums  or  copayments  and  deductibles.  The  low  income,  those  with 
incomes  below  150  percent,  would  get  either  free  or  subsidized  care 
in  any  health  plan.  So  the  VA  health  plan  wouldn't  be  offering  that 
much  of  a  cost  incentive  to  those  with  the  lowest  incomes.  It  would 
be  a  cost  incentive  to  the  higher  income  service-connected  veterans 
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and  kind  of  the  gap  population  between  the  VA  definition  of  low 
income  and  the  Health  Security  Act's  definition  of  low  income.  And 
whether  that  is  enough  of  an  incentive  to  pull  those  people  in,  I  don't 
know.  I  think  it  becomes  a  much  stronger  incentive  if  you  start 
offering  supplemental  benefits  beyond  the  comprehensive  package. 

Senator  DASCHLE.  Dr.  Baine,  do  you  have  anything  to  add  to  that? 

Mr.  Baine.  No.  I  would  agree  with  Jim  that  I  think  a  large,  large 
determinant  of  the  number  or  the  percentage  of  the  9  million  that 
would  end  up  being  in  VA  would  depend  on  what  finally  transpires 
with  regard  to  the  supplemental  benefits  and  the  cost-sharing 
involved  in  the  supplemental,  what  they  call  the  chapter  XVII 
benefits.  To  be  able  to  figure  that  out  at  this  point  is  very  tough 
because,  first,  you  don't  know  what  the  benefit  package  is  going  to 
look  like  exactly,  and  secondly,  you  don't  know  what  the  premiums 
are  going  to  be  on  either  side  of  the  ledger.  At  some  point  in  time,  I 
would  hope  that  we  would  be  able  to  figure  that  out  and  tell  you,  sir. 

Mr.  LiNZ.  I  want  to  go  back  to  another  one  of  the  factors  that  was 
brought  up  earlier  that  I  think  is  going  to  also  be  a  determinant,  and 
that  is  customer  service.  We  recently  held  a  series  of  focus  group 
meetings  with  veterans  in  different  parts  of  the  country,  and  one  of 
the  recurring  themes  was  customer  service.  In  some  cities,  veterans 
had  a  very  positive  attitude  about  VA.  Particularly,  we  did  focus 
groups  in  Martinsburg  and  veterans  in  Martinsburg  were  very 
pleased  with  VA,  and  indicated  that  they  likely  would  sign  up  with 
the  VA  plan.  But  one  of  the  locations  we  selected  was  Baltimore, 
expecting  to  find  positive  reactions  in  Baltimore  because  it  had  the 
newest  VA  facility.  But  we  got  overwhelmingly  negative  comments 
about  Baltimore  because  of  the  customer  service.  So  one  of  the  risks 
you  run  is  some  VA  health  plans  might  succeed  where  others  might 
fail  based  on  the  perception  of  customer  service,  the  perception  of  the 
quality  of  care  provided. 

Senator  DASCHLE.  Thank  you  both.  Mr.  Chairman,  Dr.  Mongan  has 
come  all  the  way  fi-om  Kansas  City  and  I  think  we  ought  to  have  him 
explain  to  us  his  slippery  slope  theory.  [Laughter.]  It  would  be 
instructive  and  I  think  probably  very  helpful. 

Dr.  MONGAN.  Well,  if  it  is  appropriate,  I  would  be  glad  to  take  just 
a  moment.  My  concern  is  I  want  this  to  be  a  positive  exercise  and  not 
a  negative  exercise. 

Senator  DASCHLE.  We  could  have  a  handout.  [Laughter.] 

Dr.  Mongan.  What  I  have  seen,  as  this  debate  has  transpired 
twice  before,  is  that  you  start  with  universal  coverage  with  an 
employer  mandate.  That  is  where  both  President  Nixon  and  President 
Carter  started.  The  first  thing  was  to  talk  about  limiting  the  benefits 
and  increasing  the  cost  sharing  so  you  would  lower  the  burden  to  the 
employer  mandate.  That  discussion  is  obviously  already  going  on. 

Then  there  were  discussions  about  excluding  certain  employers. 
Again,  that  discussion  is  going  on.  The  problem  with  that  is  if  you 
exclude  employers  of  up  to  25,  that  is  a  large  chunk  of  the  uninsured. 
So  you  have  got  a  big  problem  there. 

The  next  discussion  was  that  we  would  extend  the  phase-in  and 
instead  of  making  it  2  years  we  will  make  it  6  years,  8  years,  10 
years.  The  next  stop  down  the  slope  was  where  the  Carter  bill  died, 
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and  that  is  where  you  say  we  will  phase-in.  I  see  in  the  Washington 
Post  just  the  other  day  triggers — hard  triggers,  soft  triggers,  we  will 
have  phase-in  but  only  when  we  balance  the  budget,  et  cetera,  et 
cetera — and  these  things  make  it  pretty  clear  that  it  won't  happen. 

At  that  point,  you  abandon  the  employer  mandate.  I  think  you 
pretty  clearly  lose  universality  at  that  point.  Arguably,  if  you  had  an 
individual  mandate  with  an  adequate  subsidy,  you  could  get  the 
universal  coverage.  But  I  think  what  you  see  in  most  of  the  proposals 
is  this  contingent  individual  mandate.  In  all  due  respect,  I  think  that 
is  what  the  Chaffee  bill  is.  It  says,  "Yes,  we  will  have  this  individual 
mandate,  we  will  have  subsidies,  but  only  if  we  are  able  to  cut 
Medicare  by  $300  billion  and  we  will  have  everybody  covered."  Well, 
we  are  not  going  to  cut  Medicare  by  that  much,  so  again,  it  doesn't 
get  you  to  universality.  And  then  you  get  all  the  way  down  to  where 
the  conservatives  on  the  House  side  are,  saying,  "Well,  you  just 
facilitate  it  and  make  it  a  little  easier."  And  then  the  final  end  game 
is  you  just  say,  "We  will  have  a  goal  that  everybody  is  covered  by  the 
year  2000  and  we  will  come  back  in  1999  and  figure  out  how  to  do  it." 

I  don't  mean  to  be  painting  an  overly  cynical,  bleak  picture,  but 
that  is  the  train  wreck  that  I  witnessed  twice  before  and  that  is  the 
train  wreck  that  I  would  desperately  like  to  see  not  happen  again.  To 
stop  it,  I  think  you  have  to  somehow  shore  people  up  so  you  don't 
drop  below  the  middle  of  that  slope,  or  I  think  you're  in  trouble.  I'm 
sorry  if  that  is  not  appropriate  input. 

Chairman  ROCKEFELLER.  Can  I  go  from  that  point,  Tom? 

Senator  DASCHLE.  Certainly. 

Chairman  ROCKEFELLER.  I  think  your  point  is  very  good.  One  of 
the  things  that  I  regret  about  this  whole  health  care  reform  debate 
is  that  certain  words  get  characterizations  and  then  they  can't  shake 
them.  One  of  them  is  "alliances."  I  passed  a  chart  around  the  Finance 
Committee,  and  in  fact  alliances  are  the  least  regulatory,  with  the 
fewest  people,  most  ungovemmental,  most  efficient  way  of  doing  what 
has  to  be  done  in  our  health  care  system.  But  they  have  been  tagged 
by  Harry  and  Louise  and  others  as  being  government''taking  over." 

If  you  actually  study  voluntary  alliances  or  competing  alliances  or 
voluntary  and  competing  alliances,  all  of  which  are  more  user  friendly 
in  their  sound,  they  are  much  more  regulatory.  I  explained  a  little  bit 
of  that  before  with  the  Chafee  bill.  Alliances  work. 

Another  one  of  them  is  the  word  "mandate."  People  hear  the  word 
"mandate"  and  then  things  just  flow  into  their  minds,  and  they 
respond  by  saying  we  can't  do  this  to  the  American  people.  They  are 
all  mandated  to  pay  auto  insurance  by  their  States  and  do  so  without 
any  complaint  whatsoever  and  never  refer  to  it  as  a  mandate  or  a  tax. 
But  you  talk  about  health  care,  which  is  at  least  as  important  as  auto 
insurance,  and  the  whole  world  changes. 

Jim  and  Uwe,  you  are  worried  about  universality  being  on  a 
slippery  slope,  but  if  you  are  worried  about  universality  ever  getting 
up  to  100  percent — I  believe,  always  have,  always  will,  that  the  key 
to  universality  is  a  mandate.  Now,  I  would  like  to  have  you  two 
gentlemen  discuss  what  you  think  would  happen  in  terms  of  the  VA 
system  without  a  mandate.  I  think  a  lot  of  the  money  that  will  be 
available  for  the  VA  system  will  come  from  employers  who  at  this 
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point  are  not  providing  health  insurance  to  their  employees,  and 
therefore  this  funding  source  isn't  a  competitive  viability  of  the 
current  VA  system.  In  my  mind,  I  link  the  efficacy  and  the  future  of 
the  VA  system  working  and  the  word  "mandate."  Comments? 

Dr.  MONGAN.  I  think  you  are  absolutely  correct.  There  is  no 
question  in  my  mind  that  there  are  only  two  ways  to  achieve 
universality.  One  is  to  do  it  with  the  employer  mandate.  Arguably, 
you  can  do  it  with  an  individual  mandate,  but  then  you  are  going  to 
need  substantial  subsidies;  you  are  talking  about  $50  or  $60  billion. 
So  one  way  or  another,  you  either  have  to  have  the  employer  mandate 
or  a  funded  individual  mandate.  Most  of  the  individual  mandate 
proposals  are  not  funded. 

If  you  don't  have  the  employer  mandate  or  an  appropriately  funded 
individual  mandate,  then  you  don't  have  universal  coverage.  All  of  the 
proposals,  State  by  State,  that  have  just  tried  to  make  it  easier  to 
obtain  coverage,  have  pools  and  that  sort  of  thing;  none  of  them  has 
expanded  coverage  by  more  than  5  or  10  percent  of  the  uninsured 
population.  So  without  the  employer  mandate  or  an  appropriately 
funded  individual  mandate,  you  don't  have  universal  coverage.  I  think 
you  are  pretty  much  where  you  are  today  with  the  VA  system.  You 
have  still  got  a  very  large  number  of  people  who  don't  have  access  to 
any  other  coverage  and  the  world  of  tomorrow  will  look  like  the  world 
of  yesterday  and  today. 

Chairman  ROCKEFELLER.  Which  is  curtains  for  the  VA  system. 

Dr.  MONGAN.  I  think  it  is  ultimately,  yes. 

Chairman  ROCKEFELLER.  Ultimately.  Dr.  Reinhardt? 

Dr.  Reinhardt.  I  couldn't  disagree  with  you  even  if  I  tried,  because 
I  just  wrote  a  paper  and  wrote  this  down.  If  you  want  universal 
coverage,  you  must  have  a  mandate  either  on  the  individual  or 
someone  else  like  the  employer.  The  term  "universal  access"  to  me 
doesn't  have  sufficiently  defined  meaning.  We  do  in  this  country 
fortunately  have  universal  access  to  Mercedes  Benz  automobiles.  We 
could  say  that.  There  may  be  some  countries  where  you  are  not 
allowed  to  buy  them,  but  we  have  universal  access. 

Chairman  ROCKEFELLER.  Some  of  us  actually  do.  [Laughter.] 

Dr.  Reinhardt.  Right.  But  how  meaningful  is  such  a  statement? 
So,  universal  access  to  me  is  a  very  fluid  concept  that  could  be 
misused,  it  could  be  cynically  used,  or  it  could  go  up  or  down  over 
time.  I  think  if  you  really  mean  universality,  you  should  mean  by  that 
universal  coverage,  and  that  does  mean  a  mandate  of  some  sort. 

If  you  don't  have  a  mandate  of  that  nature,  in  the  short  run  you 
will  then  have  millions  of  uninsured,  which  should  make  VA  more 
attractive.  But  in  the  long  run,  one  really  wonders  whether  it  isn't 
time  to  switch  over  the  system  towards  one  that  could  work  in  a 
world  of  managed  competition. 

Chairman  ROCKEFELLER.  I  want  to  make  sure  we  have  time  for 
the  next  panel — but  I  would  just  advance  the  proposition  for  those  in 
the  audience,  and  I  include  therefore,  obviously,  the  veterans  service 
organizations,  that  if  we  are  to  talk  seriously  about  a  VA  system  that 
is  going  to  be  competitive  in  the  future  and  that  can  attract  some  of 
the  24  million  veterans  it  does  not  now  regularly  serve  and  enough 
resources  to  make  it  competitive  with  the  non-VA  system,  we  must 


24 

face  reality.  You  cannot,  on  the  one  hand,  be  fighting  for  a  VA  system 
which  is  going  to  be  competitive  and,  on  the  other  hand,  saying,  no, 
I  am  not  going  to  bite  the  bullet  on  something  called  a  mandate 
because  that  is  politically  an  uncomfortable  thing  for  me  to  do.  I 
think  the  two  are  inextricably  bound;  I  firmly  believe  that.  And  I 
believe  that  anyone  who  would  want  to  see  the  VA  system  work  in 
this  new  world  post-health  care  reform  has  to  support  a  mandate. 
That's  my  gentle  suggestion. 

Now  gentlemen,  I  want  to  thank  all  of  you  very,  very  much.  I 
appreciate  that  you  have  come  from  long  distances  and  I  am  glad  you 
are  here.  David,  I  apologize.  You  probably  had  something  wonderful 
to  say  and  I  just  cut  you  off. 

Mr.  Baine.  I  did  not  and  I  thank  you  for  doing  so.  [Laughter.] 

Chairman  ROCKEFELLER.  Our  second  panel  is  Dr.  Elwood  J. 
Headley,  who  is  former  Acting  Under  Secretary  for  Health  and 
Director  of  the  Health  Care  Reform  Program  Office,  Department  of 
Veterans  Affairs,  and  is  currently  Chief  of  Staff  of  the  VA  Medical 
Center,  Boston,  MA.  He  is  accompanied  by  Mark  Catlett,  a  good  West 
Virginian,  who  is  from  the  Department  of  Veterans  Affairs;  Walter 
Besecker,  Director,  Medical  Care  Cost  Recovery  Program,  Department 
of  Veterans  Affairs;  and  Wayne  Hawkins,  Deputy  Chief  Medical 
Director  for  Administration  and  Operations,  Department  of  Veterans 
Affairs.  Gentlemen,  we  welcome  you. 

Dr.  Headley,  we  welcome  you. 

STATEMENT  OF  ELWOOD  J.  HEADLEY,  M.D.,  FORMER 
ACTING  UNDER  SECRETARY  FOR  HEALTH  AND  DHIECTOR 
OF  THE  HEALTH  CARE  REFORM  PROGRAM  OFFICE, 
DEPARTMENT  OF  VETERANS  AFFAIRS,  CURRENTLY  CHIEF 
OF  STAFF,  VA  MEDICAL  CENTER,  BOSTON,  MA,  ACCOMPA- 
NIED BY  MARK  CATLETT,  ASSISTANT  SECRETARY  FOR 
FINANCE  AND  INFORMATION  RESOURCES  MANAGEMENT; 
WALTER  J.  BESECKER,  DIRECTOR,  MEDICAL  CARE  COST 
RECOVERY  PROGRAM;  AND  C.  WAYNE  HAWKINS,  DEPUTY 
CHIEF  MEDICAL  DIRECTOR  FOR  ADMINISTRATION  AND 
OPERATIONS 

Dr.  Headley.  At  your  request,  we  don't  have  an  opening  state- 
ment. We  do  have  testimony  which  has  been  entered  into  the  record. 

Chairman  ROCKEFELLER.  OK.  All  statements  have  been  submitted. 

The  February  report  of  the  VA  Health  Care  Reform  Working  Group 
on  Financing  recommends  that  VA  should  not  estimate  the  cost  of 
providing  a  veteran  with  the  standard  benefit  package.  Instead,  it 
recommends  that  VA  should  submit  a  bid  that  is  some  fraction  of  the 
average  premium,  perhaps  97  percent  of  the  average  premium.  This 
would  be  a  risk  since  VA  patients  tend  to  be  older  and  sicker  than  the 
average  patient  and,  therefore,  might  cost  more  to  treat  than  the 
average  patient.  Is  VA  planning  to  follow  this  recommendation? 

Dr.  Headley.  I  don't  know  where  that  recommendation  comes 
from.  Is  that  from  one  of  the  working  group  reports?  The  problem 
with  many  of  these  recommendations  is  that  they  have  not  been 
seriously  considered  at  this  point  in  time  and  have  not  been  turned 
into  the  implementation  groups.  The  reason  that  we  have  not  put  this 
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full  document  out  for  review  outside  the  agency  is  that  many  of  the 
recommendations  have  not  been  approved  and  are  not  things  being 
seriously  considered  or  things  being  worked  on  at  this  point  in  time. 

Chairman  ROCKEFELLER.  OK.  Why  shouldn't  VA  estimate  the 
actual  cost  of  providing  a  standard  benefit  package  instead  of  basing 
the  cost  on  the  estimates  of  other  plans? 

Dr.  Headley.  We  are  in  the  process  of  doing  this,  indeed.  Our  late 
Assistant  Secretary  for  Policy  and  Planning,  Victor  Raymond,  in  his 
shop  did  a  great  deal  of  work  on  modeling  the  cost  of  various  services. 
Indeed,  his  shop  is  currently  supporting  this  effort  for  health  care 
reform.  In  addition,  we  are  getting  additional  support  from  the 
Boston  Development  Center  and  they  do  have  quite  a  bit  of  informa- 
tion available  and  are  able  to  work  with  us  to  help  us  formulate  these 
estimates. 

Chairman  ROCKEFELLER.  The  VA  Boston  Management  Services 
estimates  it  would  cost  $2,800  per  veteran  per  year  to  provide  a 
package  of  services  similar  to  the  standard  benefit  package.  The 
White  House  estimates  the  cost  of  $1,900  for  an  individual  and  $3,500 
for  a  family  for  that  package.  Why  is  there  such  a  big  difference? 

Dr.  Headley.  Once  again,  if  that  estimate  came  from  our  working 
group  in  January,  that  has  not  been  rerun  by  anyone.  If  that  is  an 
estimate  from  the  Boston  Development  Center,  I  would  have  to  defer 
to  Mr.  Hawkins  or  to  Mr.  Catlett  for  that.  I  think  that  estimate  came 
out  of  their  shops. 

Mr.  Catlett.  Mr.  Chairman,  I  understand  you  said  approximately 
$2,800.  I  have  got  a  number  that  is  slightly  higher  from  the  Boston 
Development  Center.  Certainly,  as  Dr.  Headley  indicates,  these  are 
items  and  concerns  that  we're  looking  at.  But  the  point  you  are 
making  is  that  we  have  a  risk  adjustment  that  has  to  be  recognized 
for  the  VA  population.  You  are  talking  about  an  average  age  of  58  for 
those  we  serve,  versus  a  general  population  I  suppose  in  the  range  of 
40-43,  so  you  are  talking  about  a  higher  incidence  of  health  care. 

As  we  have  had  discussions  about  this  risk  adjustment,  we  are 
looking  at  how  that  happens.  From  my  perspective,  it  is  still  unclear 
in  the  legislative  proposal,  as  to  how  the  risk  adjustment  will  occur. 
We  obviously  have  a  job  to  do  to  put  that  information  into  the  hands 
of  those  who  are  going  to  be  dealing  with  that  because  we  have  to 
have  a  premium  that  is  competitive  in  these  alliances,  but  we  also 
have  to  recognize  the  costs  to  care  for  our  current  group  of  patients. 
For  the  cohort  of  veterans  that  we're  now  treating,  we  have  a  high 
incidence  of  care,  as  you  are  indicating  by  your  question. 

Dr.  Headley.  If  I  could  just  add  a  further  comment  to  that.  The 
VA  health  care  system  at  the  present  time  is  the  only  health  care 
system  in  the  country  that  is  entirely  composed  of  users  of  the  health 
care  system.  We  have  no  enrollees.  Everyone  in  our  system  is 
someone  who  has  utilized  services.  As  Mr.  Catlett  further  commented, 
it  is  indeed  an  older  population.  The  estimates  in  the  private  sector 
for  the  cost  of  an  enrollee  take  into  account  a  healthy  mix  of  enrollees 
who  really  do  not  utilize  the  services  of  the  health  care  system,  as 
well  as  those  who  do  utilize  it.  And  so  our  costs  for  delivering  care  to 
the  population  that  we  now  serve  are  bound  to  be  higher. 
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Chairman  ROCKEFELLER.  I  have  some  more  questions.  But  first, 
Mr.  Moseman  has  a  question. 

Mr.  Moseman.  If  I  could,  on  behalf  of  Senator  Murkowski,  who  had 
to  leave. 

Dr.  Headley,  your  testimony,  if  my  calculations  are  correct, 
suggests  that  67  percent  of  the  current  users  in  VA  would  stay  in  the 
VA  system  under  health  reform,  47  percent  of  the  former  users  would 
come  back  to  the  system,  and  27  percent  of  the  veterans  who  have 
never  used  the  system  for  some  reason  would  come  into  the  system. 
My  calculation  comes  up  with  about  8.6  million  veterans  using  your 
figures.  That  is  an  increase  of  about  6.3  million  new  veterans  who  are 
not  now  using  the  system. 

You  may  have  to  supply  this  for  the  record,  but  of  these  6.3  million 
veterans,  how  many  would  get  free  care  under  the  Clinton  plan? 

Dr.  Headley.  Once  again,  you  are  quoting  information  from 
essentially  a  market  survey  that  was  done  as  part  of  the  health  care 
reform  process.  We  looked  at  former  users,  current  users,  and  never 
users  and  came  up  with  the  67,  47,  27  percent  indication  of  interest 
in  using  VA  system.  If  we  look  at  the  dependents  that  these  folks 
might  bring  in  with  them,  this  comes  actually  to  about  13  million.  We 
have  not  broken  this  down  into  free  care.  But  this  free  care,  as  it  has 
been  used  by  Mr.  Baine  and  others  today,  almost  sounds  like  we  will 
not  be  providing  health  care  to  the  rest  of  the  citizens  of  this  country, 
which  of  course  we  will. 

The  only  free  part  of  veteran  health  care  that  we're  talking  about 
is  the  waiving  of  the  veteran's  20  percent  and  the  copayments  for 
veterans  who  are  Category  A,  who  are  either  service-connected  or 
poor. 

Mr.  Moseman.  My  use  of  the  word  "free"  was  to  signify  appropri- 
ated dollars.  That  is  what  I  am  trying  to  get  at  with  this  question.  Of 
the  6.3  million  new  veterans  coming  into  the  system,  some  will  bring 
premiums  to  the  process,  so  that  is  where  I  assume  you  are  coming 
up  with  your  revenue  figure  of  $4.6  billion. 

Dr.  Headley.  Right.  We  do  not  have  that  information  from  this 
study. 

Mr.  Moseman.  Is  it  possible  to  get  that  information?  It  seems  to 
me  that  makes  a  huge  impact  on  the  appropriations  process. 

Dr.  Headley.  We  will  see  if  we  have  that  information  in  the  study 
and  follow  up  with  you  on  that. 

Mr.  Moseman.  Okay. 

Mr.  Catlett.  Excuse  me,  if  I  could.  You  are  tying  that  to  the  $4.6 
billion.  As  I  understand  that  number,  it  is  not  related  to  the  estimate 
or  the  potential  of  this  additional  6.3  million  veterans.  The  $4.6 
billion  speaks  to  the  premiums  that  are  involved  with  the  current  2.7 
million  users  per  year  that  we  have. 

Mr.  Moseman.  Oh,  of  the  current  users? 

Mr.  Catlett.  Yes.  Right. 

Mr.  Moseman.  You  will  generate  enough  premiums  to  contribute 
$4.6  billion  to  the  Treasury  in  fiscal  year  1998? 

Mr.  Catlett.  That  is  the  estimate,  yes.  It  may  actually  be  $4.9 
billion;  I  think  the  budget  includes  $4.9  billion.  But  I  am  sure  of  this, 
that  number  you  are  speaking  about  does  not  relate  to  this  additional 
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6.3  million  veterans  that  is  hypothesized  here  in  terms  of  potential 
veterans  who  may  come  in,  based  on  a  customer  survey  and  their 
confidence  in  the  VA  system. 

Mr.  MOSEMAN.  I  wonder  if  it  is  possible,  Mr.  Chairman,  for  VA  to 
supply  the  survey  questions  to  the  Committee.  As  we  all  know,  in 
public  opinion  polls,  it  is  sort  of  what  you  ask  in  terms  of  what  you 
get. 

Dr.  Headley.  I  believe  we  have  already  submitted  that  as  part  of 
the  materials  that  we  submitted.  The  entire  package  of  that  survey 
includes  the  questions  that  were  asked. 

[The  survey  questions  appear  on  page  49.] 

Mr.  MoSEMAN.  Good.  Thank  you. 

Perhaps  for  Mr.  Catlett — the  $4.6  billion  amount  that  you  project 
coming  into  the  Treasury  in  fiscal  year  1998,  Senator  Murkowski  was 
somehow  trying  to  relate  that  to  the  $3.3  billion  investment  fund  that 
is  also  part  of  the  administration's  health  care  proposal.  Can  you  tell 
us  why  we  shouldn't  just  have  a  pay-as-you-go  process  in  terms  of  the 
$3.3  billion  being  paid  for  by  these  revenues  that  you  expect  to  come 
into  the  system  as  opposed  to  newly  appropriated  money? 

Mr.  Catlett.  I  suppose  that's  a  possibility,  obviously.  Although 
they  are  not  close,  in  that  the  $4.6  billion  is  an  estimate  for  one  full 
year  of  implementation  in  1998;  the  $3.3  bilHon  is  an  investment  fund 
that  has  been  proposed  by  the  President  for  a  3-year  period.  So  that 
would  be  much  more  generous  for  VA,  obviously,  than  the  proposal 
you  are  making.  But  I  believe  the  $4.6  billion  is  relating  to  recurring 
costs  or  the  costs  of  providing  care,  whereas  the  $3.3  billion  was 
developed,  certainly  with  some  assistance  from  this  Committee  and 
the  Chairman  in  the  deliberations  last  fall,  looking  towards  the 
nonrecurring  reimbursements  needed  to  improve  the  system  to  make 
us  more  competitive. 

So  they  were  separately  developed,  and  I  would  suggest  because 
one  is  dealing  with  the  recurring  costs  and  the  fact  that  appropria- 
tions are  providing  for  those  fundings  now  versus  the  premium,  while 
the  investment  is  largely  a  nonrecurring  pool  of  funds  used  to  make 
nonrecurring  improvements  to  the  system. 

Mr.  MoSEMAN.  If  I  could  just  ask  one  final  question.  I  am  still 
confused  about  the  survey  versus  the  money  versus  other  things.  Is 
it  possible  for  VA  to  give  the  Committee  a  projection  on  the  new  users 
coming  into  VA  and  whether  those  users  are  going  to  bring  premiums 
or  are  going  to  be  paid  for  through  appropriated  dollars? 

Dr.  Headley.  Once  again,  at  this  point  in  time  and  with  all  of  the 
variables  that  we  have  in  terms  of  health  care  reform,  it  is  very 
difficult  to  come  up  with  this  sort  of  information.  Our  market  analysis 
in  health  care  reform  was  really  looking  at  potential  users  and 
interest,  and  what  were  the  things  that  people  were  using  to  judge 
VA,  and  how  we  needed  to  reconfigure  ourselves  to  meet  the  needs  for 
services  and  the  desires  of  potential  customers.  We  have  not  as  yet 
utilized  any  of  this  projected  data  for  cost  estimates.  However,  the 
Office  of  Policy  and  Planning  in  their  modelling  efforts  has  begun  this 
work  very  recently  and  should  be  able  to  get  you  this  information  in 
the  near  future.  We  will  certainlj^  send  it  forward. 

Mr.  MOSEMAN.  Thank  you  very  much. 
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Chairman  ROCKEFELLER.  I  want  to  thank  you  gentlemen  for 
coming.  We  thank  you  for  the  work  that  you  are  doing. 

I  declare  this  hearing  adjourned. 

[Whereupon,  at  3:59  p.m.,  the  Committee  adjourned,  to  reconvene 
at  the  call  of  the  Chair.] 
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PREPARED  STATEMENT  OF  CHAIRMAN  JOHN  D.  ROCKEFELLER  IV 

In  the  coming  weeks,  this  Committee  will  be  considering  health  care  reform 
legislation  that  will  try  to  strengthen  the  VA  health  care  system  and  protect  all  that 
is  best  about  that  system.  This  is  a  great  opportunity  to  improve  veterans'  medical 
care,  dramatically,  and  we  are  committed  to  making  that  happen. 

But  this  is  no  small  task.  It  is  no  secret  that  the  problems  facing  the  Department 
of  Veterans  Affairs  are  enormous. 

President  Clinton  has  proposed  a  great  plan  for  our  veterans,  and  most  importantly, 
his  is  the  only  reform  plan  that  deals  with  VA.  For  the  President's  plan  to  succeed,  we 
must  make  sure  that  it  is  adequately  funded  and  that  the  costs  of  care  are  fully 
covered. 

Currently,  VA  facilities  depend  almost  exclusively  on  Federal  appropriations.  And 
we  all  know  these  appropriations  have  not  kept  up  with  the  health  needs  of  our 
veterans.  Efforts  to  lower  the  national  deficit  inevitably  make  that  situation  worse  and 
have  led  to  a  patchwork  system  of  eligibility. 

Under  the  President's  plan,  additional  revenues  will  be  available  to  fund  VA  health 
care  for  the  first  time.  These  will  come  from  health  care  alliance  payments.  Medicare, 
and  other  sources.  It  is  absolutely  crucial  that  we  make  sure  those  revenues  are 
sufficient  to  meet  the  needs  of  our  Nation's  veterans. 

And  so,  the  purpose  of  today's  hearing  is  to  assess  what  we  know,  what  we  need  to 
know,  and  what  we  need  to  do,  to  finance  a  much-needed  reform  of  the  VA  medical 
system. 

I  look  forward  to  hearing  testimony  today  from  some  of  the  foremost  experts  on 
health  care  policy  and  from  some  of  the  foremost  experts  on  the  VA  medical  system. 


PREPARED  STATEMENT  OF  SENATOR  BEN  NIGHTHORSE  CAMPBELL 

Today  marks  an  exciting  and  historic  turning  point.  This  year,  after  much  delay 
and  consternation.  Congress  will  pass  a  health  care  reform  plan  for  the  Department 
of  Veterans  Affairs  health  care  delivery  system,  the  largest  function  of  the  Department. 

Simply  stated,  veterans  aren't  being  served  by  the  current  system.  There  are 
serious  problems  with  access,  customer  service,  and  efficiency.  Whether  justified  or 
not,  veterans  have  concerns  about  the  quality  of  care  at  VA  facilities. 

Of  course,  I  realize  that  VA  employees  have  a  difficult  job,  and  they  try  to  serve  the 
veterans,  but  the  system  is  burdened  with  archaic  eligibility  rules,  staff  reductions, 
budget  constraints,  and  a  national  health  care  crisis.  Clearly,  the  system  needs 
reform. 

As  we  consider  health  care  reform,  we  need  to  look  at  how  much  it  will  cost,  how 
it  will  be  funded,  and  what  effect  it  will  have  on  veterans.  As  Dr.  Jim  Mongan  of  the 
Mission  Commission  says,  we  need  to  ask  two  questions:  First,  will  the  money  be 
there?  And  second,  will  the  patients  be  there?  Our  government  has  made  promises 
to  our  veterans,  and  we  certainly  cannot  run  from  them  now. 

I  believe  President  Clinton's  reform  plan  for  VA  will  improve  health  care  for  our 
Nation's  veterans.  I  commend  the  President's  plan  because  it  is  the  only  plan  that 
addresses  the  needs  of  veterans.  Most  importantly,  this  plan  treats  veterans  as 
customers,  simplifies  eligibility  rules,  and  adds  new  funding  streams. 

Thank  you,  Mr.  Chairman,  for  calling  this  hearing.  I  look  forward  to  today's 
testimony. 
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PREPARED  STATEMENT  OF  SENATOR  JAMES  M.  JEFFORDS 

Mr.  Chairman,  the  issue  of  financing  VA  health  care  reform  is  an  important  yet 
comphcated  subject  to  begin  discussing,  in  Ught  of  where  national  health  care  reform 
is  presently  in  Congress.  At  this  moment  we  can  only  assume,  for  purposes  of 
discussion,  that  after  health  care  reform  is  passed  out  of  Congress,  the  bill  will  look 
just  like  the  present  Clinton  health  care  reform  plan.  If  we  are  to  be  realistic,  we  know 
that  this  is  probably  not  true  and  there  will  be  other  financing  issues  we  will  have  to 
discuss  at  a  later  date.  However,  it  is  important  that  we  are  here  today  to  begin  these 
discussions. 

I  am  pleased,  as  a  supporter  of  President  Clinton's  national  health  care  plan,  that 
VA  will  be  maintained  as  an  independent  VA  health  care  system  and  that  the  system 
will  be  a  full  participant  in  the  new  national  health  care  arena.  I  believe  it  is 
extremely  important  in  this  day  and  age  of  reform  and  restructuring  that  we  carefully 
look  at  how  these  changes  may  affect  our  Nation's  veterans. 

I  have  no  doubt  that  national  health  care  cannot  only  benefit  all  citizens  in  our 
country,  but  all  veterans.  However,  I  am  concerned  over  a  recent  GAO  report  which 
estimates  VA  will  lose  25  percent  of  veterans  if  these  men  and  women  have  an  option 
to  go  elsewhere  to  receive  their  health  care.  I  certainly  understand  that  there  is  a  lot 
of  speculating  in  any  of  these  studies  that  have  been  and  are  being  done;  however,  it 
is  important  that  we  discuss  and  look  at  all  the  roads  that  VA  may  be  able  to  travel 
on  in  health  care  reform.  It  is  equally  important  that  we  try  to  be  realistic  in  our 
speculation. 

Financing  of  health  care  reform  for  VA  depends  on  many  factors:  What  veterans 
will  seek  care  at  VA,  will  it  only  be  service-connected  veterans,  will  VA  be  able  to 
properly  market  its  health  care  system,  will  dependents  and  spouses  be  attracted  to 
the  VA  system,  will  some  VA  hospitals  choose  to  close  their  doors?  The  questions  go 
on  and  on.  Unfortunately,  there  is  no  way  of  predicting  the  answers  to  these  questions 
at  this  time.  It  would  be  extremely  helpful  if  Congress  would  act  quickly  in  passing 
S.  1974,  a  bill  favorably  passed  out  of  this  Committee  which  will  allow  VA  to  set  up 
pilot  programs  in  States,  such  as  my  home  State  of  Vermont,  who  have  or  are  in  the 
process  of  enacting  State  health  care  reform.  These  pilot  programs  can  allow  VA  to 
discover,  in  advance,  some  of  the  problems  in  structuring  and  financing  reform. 

I  have  many  concerns  as  I  sit  here  today,  including:  How  much  Medicare  money 
will  VA  actually  be  able  to  obtain  in  new  Medicare  dollars  from  nonservice-connected 
veterans?  What  would  happen  if  there  were  to  be  no  employer  mandate  or  the 
mandates  were  reduced  from  President  Clinton's  proposed  80  percent  employer  share? 
What  research  has  been  done  to  decide  how  to  best  use  the  $3.3  million  investment 
fund  which  has  been  set  aside  over  the  next  several  years  to  help  VA  adjust  to  national 
health  care  reform. 

I  look  forward  to  hearing  from  all  the  witnesses  here  today  and  hope  this  will  be 
an  ongoing  conversation  as  we  begin  to  closely  look  at  financing  of  VA  health  care 
reform. 


PREPARED  STATEMENT  OF  DAVID  P.  BAINE,  DIRECTOR,  FEDERAL 
HEALTH  CARE  DELIVERY  ISSUES,  HEALTH,  EDUCATION,  AND  HUMAN 
SERVICES  DIVISION,  UNITED  STATES  GENERAL  ACCOUNTING  OFFICE 

VA  Health  Care  Reform:  Financial  Implications  of  the  Proposed  Health 

Security  Act 

Mr.  Chairman  and  members  of  the  Committee:  We  are  pleased  to  be  here  today  to 
discuss  the  financial  and  policy  implications  of  the  veterans  health  care  provisions 
contained  in  the  Administration's  proposed  Health  Security  Act.  We  are  conducting  a 
series  of  studies — many  of  which  were  requested  by  Senator  Murkowski — looking  at 
the  potential  effects  of  health  reforms  on  the  Department  of  Veterans  Affairs  (VA) 
system  and  the  options  for  restructuring  veterans'  health  benefits.  My  comments  this 
afternoon  will  focus  primarily  on: 

•  veterans'  health  care  coverage  under  VA  and  other  federal  programs; 

•  factors  that  will  likely  affect  the  potential  population  of  enrollees  in  VA  health 
plans; 
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•  the  potential  costs  associated  with  the  expanded  entitlement  and  supplemental 
benefits  provisions  ot  i>e  Health  Security  Act;  and 

•  the  ability  of  VA  to  set  realistic  premiums  and  the  implications  of  inaccurate 
premiums  on  cost,  quality,  and  access  to  care  for  VA  health  plan  enrollees. 

Results  in  Brief 

The  veterans'  health  care  provisions  of  the  Health  Security  Act  address  many  of  the 
issues  discussed  in  our  reports  during  the  last  few  years^  For  example,  we  believe  that 
eligibility  reforms  that  enable  VA  to  shift  the  focus  of  its  health  care  system  from 
inpatient  to  ambulatory  and  primary  care  and  its  collateral  plans  to  become  an 
increasingly  managed  care  system  are  long  overdue  steps  in  the  right  direction. 
Several  financial  and  policy  implications,  however,  are  associated  with  the  reforms  of 
the  VA  system  proposed  under  the  Health  Security  Act  that  we  believe  need  to  be 
considered  as  the  Congress  debates  how  to  reform  the  nation's  health  care  system.  For 
example: 

•  VA  plays  a  small,  but  nevertheless  important  role  in  meeting  the  health  care 
needs  of  veterans.  Medicare  is  the  primary  source  of  federal  support  for 
veterans'  health  care  needs,  but  VA  provides  treatment  for  service-connected 
disabilities  and  serves  as  a  safety  net  for  low-income  and  uninsured  veterans. 
VA  also  supplements  coverage  under  other  programs  by  providing  such  services 
as  long-term  nursing  home  and  psychiatric  care. 

•  Among  the  factors  that  will  likely  affect  the  number  of  veterans  enrolling  in  VA 
health  plans  are  the  costs  to  the  veteran,  the  extent  to  which  VA  is  able  to  make 
its  care  more  accessible  to  veterans  through  networks  of  community  providers, 
and  the  extent  to  which  VA  is  able  to  improve  its  customer  service.  If  VA  is  able 
to  improve  its  customer  service  and  make  its  services  more  accessible  to 
veterans,  then  cost  will  likely  be  the  deciding  factor  for  many  veterans. 

•  The  expanded  entitlement  to  free  comprehensive  health  care  benefits  could  add 
billions  of  dollars  to  VA  appropriations  if  all  veterans  entitled  to  free  care  seek 
to  enroll  in  VA  health  plans. 

•  The  provisions  authorizing  the  Secretary  of  Veterans  Affairs  to  offer  supplemen- 
tal benefit  policies  covering  such  services  as  long-term  nursing  home  care  could 
(1)  add  tens  of  billions  of  dollars  to  VA  appropriations  and/or  (2)  shift  the 
priorities  for  VA  care  from  low-income  and  service-connected  veterans  to  higher- 
income  veterans  likely  to  purchase  such  policies.  The  effect  would  depend  on 
how  broadly  or  narrowly  the  entitlement  to  free  care  is  interpreted. 

•  Problems  in  setting  accurate  premiums  for  VA  care  could  lead  to  improper 
denial  of  needed  health  care  services  or  cutbacks  in  the  availability  of  VA 
services  such  as  long-term  psychiatric  care  or  treatment  for  spinal  cord  injuries 
and  post-traumatic  stress  disorder  not  fully  covered  under  the  reform  proposal's 
comprehensive  benefit  package. 

Background 

VA  operates  one  of  the  nation's  largest  health  care  systems  with  158  medical 
centers,  consisting  of  171  hospitals  and  more  than  200  outpatient  clinics.  In  1991, 
about  2.2  million  veterans  made  more  than  20  milhon  outpatient  visits  to  these  centers 
and  had  more  than  970,000  hospital  stays.  Of  these  veterans,  about  1  million  had 
disabilities  incurred  in  or  aggravated  by  military  service  (service-connected)  and  1.2 
million  had  no  disabling  conditions  relating  to  military  service  (nonservice-connected). 

When  the  VA  health  care  system  was  established  in  1930,  neither  public  nor 
private  health  insurance  programs  were  available  to  meet  the  health  care  needs  of 
America's  veterans.  But  with  the  subsequent  growth  of  public  and  private  health 
insurance  programs,  most  veterans  now  have  one  or  more  alternatives  to  VA  health 
care.  Reforms  of  the  nation's  health  financing  system  such  as  those  currently  being 
considered  could  further  reduce  the  number  of  veterans  without  health  insurance. 

Without  Changes,  VA  Could  Lose  a  Substantial  Portion  of  Its  Work  Load 

Of  the  multitude  of  health  reform  proposals  being  considered,  only  one — the 
Admmistration's  proposed  Health  Security  Act — would  make  changes  in  the  VA  health 


'A  list  of  recent  GAO  reports  is  attached. 
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care  delivery  system  or  VA  eligibility.  Without  such  changes,  VA  will  likely  lose  a 
substantial  portion  of  the  patients  to  whom  it  now  provides  services. 

While  VA  currently  serves  as  a  safety  net  for  veterans  without  insurance  or  other 
resources  to  pay  for  health  care  in  the  private  sector,  the  importance  of  this  mission 
could  be  decreased  under  health  reform.  Many  veterans  who  currently  use  VA  because 
they  either  have  no  health  insurance  or  cannot  afford  the  copayments  and  deductibles 
that  would  be  required  by  private  sector  hospitals,  might  seek  care  closer  to  their 
homes  if  they  obtain  health  insurance  or  insurance  coverage  with  lower  out-of-pocket 
costs.  VA  might  lose  as  much  as  half  of  its  acute  hospital  work  load  and  over  40 
percent  of  its  outpatient  work  load  if  veterans  who  currently  rely  on  VA  as  a^  safety  net 
are  given  a  choice  of  health  care  providers  under  health  reform.  Of  course,  the 
magnitude  of  any  decline  would  depend  on  many  factors,  including  the  comprehensive- 
ness of  the  benefits  offered  in  the  new  reform  program  and  the  cost  sharing  imposed.^ 
Health  Security  Act  Would  Authorize  VA  to  Establish  Health  Plans 
The  proposed  Health  Security  Act  would  make  fundamental  changes  both  in  how 
VA  operates  and  in  the  benefits  to  which  veterans  using  VA  are  entitled.  In  this 
regard,  the  act  would  (1)  transform  VA  facilities  into  a  series  of  managed  care  plans 
to  compete  with  private  sector  plans  and  (2)  expand  entitlement  to  free  comprehensive 
health  care  services  for  veterans  choosing  to  enroll  in  a  VA  health  plan.  In  addition, 

•  VA  services  not  covered  under  the  comprehensive  benefit  package  would 
continue  to  be  offered  to  all  veterans  under  existing  eligibility  and  entitlement 
provisions.  In  most  cases,  the  provision  of  such  services  would  be  subject  to  the 
availability  of  resources  and  facilities. 

•  VA  would  be  given  the  authority  to  provide  services  to  the  dependents  of 
veterans. 

•  VA  would  be  authorized  to  establish  supplemental  benefits  and  cost-sharing 
policies. 

•  VA  health  care  facilities  would  be  deemed  Medicare  providers,  and  VA  health 
plans  deemed  Medicare  health  maintenance  organizations  (HMOs). 

The  proposed  Health  Security  Act  also  contains  several  new  financing  mechanisms 
to  help  offset  the  costs  of  VA  health  plans: 

•  VA  would  be  authorized  to  recover  from  Medicare  for  services  provided  to 
higher-income  nonservice-connected  Medicare-eligible  veterans.  VA  would  be 
allowed  to  retain  funds  recovered  from  Medicare. 

•  VA  would  be  authorized  to  retain  premiums  (both  the  employer  and  employee 
shares),  copayments,  and  deductibles  for  veterans  enrolling  in  VA  health  plans. 

•  Revenues  received  by  VA  health  plans,  including  premiums,  copayments  and 
coinsurance,  deductibles,  and  amounts  received  as  reimbursements  from  other 
health  plans  for  services  provided  to  its  enroUees,  would  be  deposited  in  a 
revolving  fund.  The  funds  would  be  available  without  fiscal  year  limitations  and 
could  be  distributed  among  VA  health  plans. 

•  About  $3.3  billion  would  be  appropriated  to  a  VA  Health  Care  Investment  Fund 
over  a  3-year  period  to  cover  construction  of  additional  outpatient  clinics  and 
other  start-up  costs  for  the  health  plans. 

Va  Plays  a  Small  but  Important  Role  in  Meeting  Veterans'  Health  Care 

Needs 

VA  plays  a  small  but  important  role  in  meeting  the  health  care  needs  of  America's 
veterans.  Two  recent  GAO  reports  provide  insight  into  where  veterans  currently  obtain 
their  health  care,  expenditures  on  veterans'  health  care  under  federal  programs,  and 
the  incomes  of  veterans  using  VA  health  care  facilities.  In  1990, 

•  Nine  out  of  10  veterans  had  other  health  care  coverage  in  addition  to  access  to 
services  provided  by  VA.  Overall,  about  22.9  million  (81  percent)  of  the 
estimated  28.2  million  veterans  in  1990  had  private  health  insurance  and 
almost  7.4  million  (26  percent)  were  eligible  for  Medicare. 


^VA  Health  Care:  Alternative  Insurance  Reduces  Demand  for  VA  Care  (GAO/HRD- 
92-79,  June  30,  1992). 
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•  Veterans  with  Medicare  coverage  relied  more  on  Medicare  than  VA  for  their 
health  care.  About  4.6  million  (61.8  percent)  of  Medicare-eligible  veterans  used 
Medicare,  but  no  VA  services  during  1990.  By  contrast,  fewer  than  500,000  (6.6 
percent)  of  Medicare-eligible  veterans  used  VA  services  but  no  Medicare  services 
during  1990.  Slightly  more  than  560,000  (7.6  percent)  used  a  combination  of  VA 
and  Medicare  services.  We  are  currently  studying  the  types  of  VA  services  used 
and  the  extent  of  Medicare  coverage  of  these  groups  of  veterans  to  learn  why 
some  veterans  use  VA  while  most  veterans  rely  exclusively  on  Medicare. 

•  Seven  out  of  10  federal  dollars  spent  on  veterans'  health  care  came  from 
programs  other  than  VA.  Medicare  accounted  for  about  $20.6  billion  of  the  $36 
billion  in  federal  expenditures  under  the  programs  studied  (VA,  Medicare, 
Department  of  Defense,  the  Civilian  Health  and  Medical  Program  of  the 
Uniformed  Services,  and  the  Federal  Employees  Health  Benefits  Program) 
compared  with  about  $10.9  billion  under  VA. 

•  Although  no  precise  data  exist,  expenditures  on  veterans'  health  care  through 
private  health  insurance  also  likely  exceed  those  under  VA.  If  veterans'  use  of 
private  insurance  is  similar  to  that  of  the  general  public,  then  payments  for 
veterans  likely  amounted  to  over  $22  billion.^ 

Veterans  Using  VA  Health  Care  Tend  to  Have  Lower  Incomes  and  Less  Insurance 
Coverage 

In  general,  veterans  using  VA  services  tend  to  have  lower  incomes  and  less  private 
insurance  coverage  than  veterans  using  other  providers.  In  other  words,  in  addition 
to  providing  treatment  for  service-connected  disabilities,  VA  serves  as  a  safety  net  for 
veterans  lacking  the  resources  to  pay  for  care  in  the  private  sector. 

At  the  request  of  the  House  Committee  on  Veterans'  Affairs,  we  measured  incomes 
of  veterans  who  used  VA  facilities.  We  did  this  through  computer  matching  of  VA's 
inpatient  and  outpatient  records  against  federal  income  tax  data  maintained  by  the 
Internal  Revenue  Service.'' 

In  summary,  our  match  of  VA  and  tax  records  showed  that 

•  Of  the  1.2  million  nonservice-connected  veterans  using  VA  health  care  facilities 
in  1991,  about  927,000  (75  percent)  had  family  incomes  under  $20,000. 

•  Veterans  with  disability  ratings  between  10  and  40  percent  generally  had  higher 
incomes  than  other  service-connected  veterans  using  VA  facilities. 

•  Of  the  897,000  veterans  aged  65  and  older  who  used  VA  health  care  services 
during  1991,  about  332,000  (37  percent)  had  incomes  under  $10,000  compared 
with  at  least  585,000  (45  percent)  of  the  1.3  million  veterans  under  age  65. 

•  About  933,000  (42  percent)  of  the  2.2  milhon  veterans  using  VA  facilities  during 
1991  had  one  or  more  dependents,  most  typically  a  spouse. 

We  could  not  determine  insurance  coverage  from  tax  records,  but  VA's  Survey  of 
Medical  System  Users  indicates  that  about  40  percent  of  VA  users  have  neither  public 
nor  private  health  insurance  coverage.* 

Factors  Affecting  the  Number  of  Potential  Enrollees  inVA  Health  Plans 

Three  of  the  primary  factors  likely  to  influence  veterans'  choice  of  health  plans  are 
out-of-pocket  costs  to  the  veteran,  convenience,  and  customer  service.  VA's  ability  to 
attract  enrollees  to  its  health  plans  will  likely  depend  in  large  measure  on  the  success 
of  VA's  plans  for  improving  customer  service  and  making  VA  health  care  more 
accessible  to  veterans  and  on  the  cost  differences  between  VA  health  plans  and  other 
health  plans. 

Perception  of  Customer  Service  Likely  to  Be  Important  Factor 


^Veterans'  Health  Care:  Most  Care  Provided  Through  Non-VA  Programs 
(GAO/HEHS-94-104BR,  Apr.  25,  1994). 

■"See  VA  Health  Care:  A  Profile  of  Veterans  Using  VA  Medical  Centers  in  1991 
(GAO/HEHS-94-113FS,  Mar.  29,  1994). 

^VA  surveyed  2,865  veterans  who  had  been  inpatients  in  a  VA  medical  center 
during  fiscal  year  1987.  The  survey  developed  a  sociodemographic  profile  of  VA  medical 
system  users  including  age,  income,  and  insurance  coverage. 
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The  preliminary  results  ^rom  focus  j^roup  meetings  we  held  with  veterans  provide 
insight  into  veterans'  satisfaction  with  the  care  obtained.  Between  December  1993  and 
March  1994,  we  held  meetings  with  groups  of  veterans  in  five  cities — Baltimore,  MD; 
Charlotte,  NC;  Denver,  CO;  San  Francisco,  CA;  and  Martinsburg,  WV — to  determine 
their  satisfaction  with  the  current  VA  health  care  system  and  their  opinions  about 
VA's  role  under  health  reform. 

One  of  the  recurring  themes  we  heard  in  the  focus  group  meetings  was  dissatisfac- 
tion with  customer  service  at  VA  facilities.  Comments  focused  on  such  customer  service 
issues  as  waiting  times  for  VA  appointments  and  staff  attitudes.*'  Not  surprisingly, 
veterans  in  cities  having  veterans'  facilities  with  good  reputations  for  customer  service, 
like  Martinsburg,  expressed  more  interest  in  enrolling  in  VA  health  plans. 

Veterans  Would  Be  Required  to  Choose  One  Health  Plan 

Veterans  participating  in  our  focus  groups,  other  than  those  without  health 
insurance,  seemed  to  use  VA  only  for  certain  services,  such  as  treatment  of  service- 
connected  disabilities,  rather  than  relying  on  VA  for  all  of  their  care.  This  fact  has 
important  implications  for  the  number  of  veterans  likely  to  enroll  in  VA  health  plans 
because  such  veterans  would  be  required  under  the  proposed  Health  Security  Act  to 
choose  between  a  VA  health  plan  and  private  sector  plan  to  provide  all  of  their 
comprehensive  health  care  benefits.  For  example,  veterans  who  currently  use  VA  only 
for  treatment  of  their  service-connected  disabilities  may  no  longer  be  able  to  obtain 
such  treatment  from  VA  if  they  enroll  in  a  non-VA  health  plan. 

VA  Plans  to  Improve  Customer  Service  and  Build  Network  of  Community  Providers 

VA  has  announced  before  this  committee  and  other  committees  that  it  plans  (1)  to 
develop  a  network  of  community  providers  by  expanding  the  number  of  VA  outpatient 
clinics,  contracting  with  private  sector  facilities  and  physicians,  or  both  and  (2)  to 
improve  customer  service.  Without  such  efforts,  VA  health  plans  are  likely  to  have 
little  success  in  attracting  veteran  enrollees,  even  with  reduced  cost  sharing.  At  the 
same  time,  however,  shifting  VA  care  to  community  hospitals  closer  to  veterans'  homes 
would  tend  to  decrease  use  of  VA  hospitals.  To  maintain  work  loads  at  VA  hospitals, 
VA  would  need  to  increase  its  market  share  of  veterans  living  near  its  hospitals. 

Financial  Implications  of  Health  Security  Act  Provisions 

Under  the  provisions  of  the  proposed  Health  Security  Act,  about  9  million  veterans 
would  be  entitled  to  free  comprehensive  benefits  if  they  enroll  in  VA  health  plans.  In 
our  opinion,  these  veterans  may  also  be  entitled  to  receive  any  supplemental  benefit 
policies  offered  by  VA  health  plans  with  no  cost  sharing.  These  provisions,  depending 
on  the  number  of  veterans  enrolling  in  VA  health  plans  and  the  types  of  supplemental 
benefit  policies  offered,  could  potentially  require  tens  of  billions  of  dollars  in 
appropriations.  In  addition,  because  (1)  the  cost  of  the  VA  health  plan  and  any 
supplemental  benefit  policies  would  be  funded  entirely  through  appropriations  for 
Medicare-eligible  veterans  with  service-connected  disabilities  or  low  incomes,  and  (2) 
the  number  of  Medicare-eligible  veterans  is  rapidly  increasing,  VA  appropriations 
would  likely  increase  steadily  even  without  increases  in  the  costs  of  providing  VA 
health  care  services. 

About  9  Million  Veterans  Would  Be  Entitled  to  Free  Comprehensive  Care 
As  currently  drafted,  the  proposed  Health  Security  Act  would  greatly  expand  the 
number  of  veterans  entitled  to  free,  comprehensive  health  care  services.  Currently, 
about  450,000  veterans  with  service-connected  disabilities  rated  at  50  percent  or  higher 
are  entitled  to  free  comprehensive  health  care  services  from  VA.^  While  millions  of 
other  veterans  are  eligible  for  free  care  from  VA,  they  are  entitled  only  to  certain 
services,  such  as  inpatient  hospital  care  or  outpatient  treatment  for  their  service- 
connected  disabilities.  Provision  of  other  services  is  limited  to  services  that  can  be 
provided  with  available  resources.  Under  the  proposed  Health  Security  Act,  about  9 
million  veterans,  primarily  those  with  low  incomes  or  service-connected  disabilities, 
would  be  entitled  to  free  comprehensive  inpatient  and  outpatient  care  if  they  enrolled 
in  a  VA  health  plan.  Many  of  these  veterans — those  with  incomes  below  150  percent 
of  the  poverty  level — would  also  be  entitled  to  subsidized  care  if  they  enrolled  in  a 
private  sector  health  plan. 


^Veterans'  Health  Care:  Veterans'  Perceptions  of  VA  Services  and  Its  Role  in  Health 
Care  Reform  (GAO/T-HEHS-94-150,  Apr.  20,  1994). 

^Nursing  home  care  is  currently  an  optional  benefit  for  all  veterans. 
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There  are  two  implications  associated  with  these  provisions.  First,  if  the  VA  health 
plan  is  successful  in  attracting  all  veterans  entitled  to  free  care,  VA  could  end  up 
paying  the  veterans'  share  of  premiums  and  other  cost  sharing  for  9  million  veterans. 
For  that  portion  of  the  9  million  who  are  Medicare  eligible,  VA  would  pay,  through 
appropriations,  the  entire  cost  of  their  comprehensive  benefit  package  and,  as  I  will 
discuss  later,  may  have  to  pay  for  any  supplemental  benefit  policies. 

On  the  other  hand,  if  VA  health  plans  do  not  enroll  enough  veterans  to  make  those 
plans  financially  viable,  the  government  might  have  to  subsidize  the  plans  to  keep 
them  operational  or  allow  the  plans  to  fail,  leaving  one  or  more  regions  of  the  country 
without  a  VA  health  plan.  In  the  latter  case,  the  government  would  have  to  either  (1) 
require  all  veterans  living  in  regions  that  do  not  have  a  VA  health  plan  to  pay  the 
employee  portion  of  the  premium  under  another  health  plan  or  (2)  use  appropriated 
funds  to  pay  the  veterans'  premiums  under  private  sector  plans.  Choosing  the  first 
option  would  essentially  be  telling  veterans  from  failed  VA  health  plans  that  their  VA 
benefits  are  no  longer  available.  Such  an  option  may  not  be  politically  feasible, 
resulting  in  the  government  being  forced  to  start  paying  the  premiums  and  cost 
sharing  of  veterans  enrolling  in  private  sector  health  plans. 

Cost  of  Providing  Services  to  Most  Medicare-Eligible  Enrollees  Would  Be  Funded 
Through  VA  Appropriations 

The  treatment  of  Medicare-eligible  veterans  under  the  Health  Security  Act  could 
result  in  the  shifting  of  significant  costs  currently  paid  through  Medicare  and  the 
states  to  VA.^  The  act  would  authorize  VA  to  recover  from  Medicare  only  for  services 
provided  to  higher-income,  nonservice-connected  Medicare-eligible  veterans.  For  low- 
income  and  service-connected  veterans  eligible  for  Medicare  who  enroll  in  VA  health 
plans,  VA  would  generally  pay  the  entire  cost  of  their  health  care  coverage  through 
appropriations.  Thus,  to  the  extent  that  VA  health  plans  are  successful  in  enroUing 
low-income  and  service-connected.  Medicare-eligible  veterans  currently  relying  on  non- 
VA  providers,  costs  currently  being  paid  through  Medicare  and  the  states  will  be 
shifted  to  VA. 

As  I  discussed  earlier,  the  Medicare-eligible  veterans  who  used  VA  services  in 
1991 — those  seemingly  most  likely  to  enroll  in  VA  health  plans — tended  to  have  low 
incomes,  service-connected  disabilities,  or  both.  About  770,000  (86  percent)  of  the 
Medicare-eligible  veterans  who  used  VA  in  1991  would  have  been  eligible  for  free 
comprehensive  care  had  the  provisions  of  the  Health  Security  Act  been  in  effect  in 
1991.  Overall,  if  the  provisions  of  the  act  had  been  in  effect  then,  the  government 
would  have  been  responsible  for  the  full  cost  of  care  for  about  35  percent  of  the 
veterans  using  VA  facilities. 

Because  the  veteran  population  is  aging  rapidly,  the  potential  cost  implications  of 
the  expansion  in  entitlement  to  free  comprehensive  VA  services  for  Medicare-eligible 
veterans  are  even  more  significant.  In  1990,  about  27  percent  of  the  veteran  population 
was  Medicare-eligible;  but  by  the  year  2000,  37  percent  of  the  veteran  population  will 
be  over  age  65.  And  lay  2020,  45  percent  of  the  veteran  population  is  expected  to  be 
over  65. 

Supplemental  Policies  Create  Significant  Financial  and  Equity  Questions 

The  Secretary  of  Veterans  Affairs  would  be  authorized  to  offer  supplemental  health 
benefit  policies  through  VA  health  plans  in  much  the  same  manner  they  could  be 
offered  through  private  sector  health  plans.  The  relationship  between  the  supplemental 
benefit  provisions  and  the  provisions  mentioned  earlier  concerning  entitlement  to  free 
care  has  significant  implications  in  terms  of  potential  enrollment  in  VA  health  plans, 
government  costs,  and  equity. 

Out-of-pocket  costs  is  clearly  a  major  factor  that  will  influence  veterans'  health  care 
choices.  While  the  lack  of  out-of-pocket  costs  for  low-income  veterans  enrolling  in  VA 
health  plans  may  move  some  veterans  toward  the  VA  plan,  many  low-income  veterans, 
including  those  now  using  VA,  would  have  their  comprehensive  benefit  package 
subsidized  regardless  of  which  health  plan  they  choose.  If,  however,  the  provisions 
relating  to  the  entitlement  to  free  care  apply  to  both  comprehensive  and  supplemental 
benefits,  supplemental  benefit  policies  could  prove  to  be  the  strongest  financial 
incentive  that  VA  health  plans  could  offer  to  potential  enrollees. 


*The  Omnibus  Budget  Reconciliation  Act  of  1990  requires  states  through  their 
Medicaid  programs  to  pay  the  Medicare  part  B  premiums,  deductibles,  and  coinsurance 
for  Medicare  beneficiaries  with  incomes  up  to  120  percent  of  the  poverty  level. 
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One  of  the  supplemental  benefits  that  has  been  discussed  is  long-term  care.  If  the 
Secretary  decided  to  offer  a  long-term  care  supplemental  benefit  policy,  doing  so  would 
turn  a  benefit  that  is  currently  optional  for  all  veterans  into  a  contractual  obligation 
to  provide  free  long-term  care  services  for  millions  of  veterans.  Obviously,  the  offer  of 
guaranteed  free  nursing  home  care  for  life  would  be  a  strong  inducement  for  elderly 
veterans,  especially  those  in  failing  health,  to  enroll  in  a  VA  health  plan. 

If  the  free  care  provisions  apply  to  supplemental  benefits,  the  offering  of  nursing 
home  coverage  through  supplemental  policies  could  cost  the  government  billions  of 
dollars.  The  government  would  be  responsible  for  the  full  cost  of  their  policies.  Unlike 
the  comprehensive  benefit  plan  where  VA  would  obtain  payments  through  the  regional 
alliances  to  offset  most  of  the  costs  for  other  than  Medicare-eligible  veterans,  the 
regional  alliances  would  not  contribute  toward  the  cost  of  any  supplemental  benefit 
policies.  Because  the  veterans  would  be  "sold"  policies,  VA  would  have  a  contractual 
obligation  to  provide  medically  necessary  nursing  home  care.  The  government  would 
have  little  choice  but  to  appropriate  funds  to  cover  the  costs  of  nursing  home  care  for 
the  low-income  and  service-connected  veterans  enrolling  in  a  VA  health  plan. 

VA  officials  believe  that  the  free  care  provisions  of  the  Health  Security  Act  apply 
only  to  the  comprehensive  benefit  package  and  that  all  veterans  and  their  dependents 
would  be  charged  for  supplemental  benefit  policies.  This  interpretation  would  decrease 
the  financial  incentive  for  low-income  and  service-connected  veterans  to  enroll  in  VA 
health  plans  and  the  associated  financial  risks.  However,  it  also  would  raise  a  question 
of  equity  with  regard  to  benefits  such  as  nursing  home  care.  This  is  because  those 
purchasing  supplemental  benefit  policies  would  have  a  contractual  right  to  the  nursing 
home  benefits  offered  through  those  policies,  but  low-income  and  service-connected 
veterans  unable  or  unwilling  to  purchase  supplemental  policies  would  be  able  to  access 
the  services  only  if  space  and  resources  remained  after  VA  meets  the  needs  of  those 
purchasing  supplemental  policies. 

Another  potential  problem  with  supplemental  policies  is  that  VA  could  end  up 
subsidizing  the  policies  of  higher-income,  nonservice-connected  veterans.  This  could 
occur  because  the  premiums  charged  higher-income  nonservice-connected  veterans 
would  be  determined  from  nursing  home  utilization  by  all  those  "purchasing"  the 
policies.  If  low-income  and  service-connected  veterans  get  the  supplemental  policies 
cost  free,  they  would  likely  "purchase"  the  policies  even  if  there  was  little  prospect  of 
nursing  home  admission.  Higher-income  nonservice-connected  veterans  would,  on  the 
other  hand,  likely  buy  supplemental  policies  when  they  are  in  nursing  homes  or  at  risk 
of  entering  nursing  homes.  If  premiums  for  the  supplemental  policies  were  determined 
from  the  expected  utilization  of  all  policyholders,  the  premiums  would  likely  be 
insufficient  to  cover  the  costs  of  providing  services  to  those  higher-income  nonservice- 
connected  veterans  purchasing  the  policies. 

As  you  know,  Mr.  Chairman,  the  cost  implications  of  offering  policies  guaranteeing 
unlimited  nursing  home  care  are  immense,  particularly  when  much  of  that  care  might 
be  paid  through  appropriations.  VA  currently  spends  about  $1.2  billion  a  year  on  long- 
term  care  services,  with  a  goal  of  serving  only  16  percent  of  the  veterans  in  nursing 
homes.  With  the  rapid  increase  in  the  age  of  the  veteran  population,  demand  for 
nursing  home  care  is  expected  to  increase  dramatically  during  the  next  20  to  30  years. 

The  budget  implications  of  establishing  a  major  new  entitlement  program  that 
would  provide  free,  unlimited  nursing  home  care  to  upwards  of  9  million  veterans  and 
subsidize  the  nursing  home  care  of  other  veterans  and  their  dependents  are  enormous. 
Two  options  for  expanding  the  availability  of  nursing  home  care  for  veterans  with 
available  funds  would  be  to  (1)  adopt  the  cost-sharing  policies  of  state  veterans'  homes 
or  (2)  implement  estate  recovery  programs  similar  to  those  established  under  many 
states'  Medicaid  programs.^ 

Inaccurate  Premiums  Could  Have  Significant  Cost  and  Access  Implications 

Insurance  premiums  are  generally  determined  from  data  on  the  costs  of  providing 
individual  services  and  the  types  and  numbers  of  services  used.  Establishing  accurate 
premiums  will  be  a  major  challenge  for  VA  because  it  does  not  have  adequate  cost  or 


^VA  Health  Care:  Offsetting  Long-Term  Care  Costs  by  Adopting  State  Copayment 
Practices  (GAO/HRD-92-96,  Aug.  12,  1992). 

VA  Health   Care:  Potential  for  Offsetting  Long-Term   Care   Costs   Through  Estate 
Recovery  (GAO/HRD-93-68,  July  27,  1993). 
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utilization  data.  Setting  inaccurate  premiums  has  important  financial  and  access-to- 
care  implications. 

First,  VA  does  not  have  reliable  information  on  what  it  costs  to  provide  different 
types  of  care  at  its  medical  centers.  While  VA  established  reasonable  methods  for 
medical  centers  to  use  in  allocating  their  costs  between  medical  services,  VA  officials 
have  little  confidence  that  the  medical  centers  are  allocating  costs  appropriately.  As 
a  result,  VA  medical  centers  do  not  have  accurate  data  on  the  costs  for  a  day  of 
hospital  care  or  an  outpatient  visit. 

Second,  VA  does  not  have  adequate  data  on  health  care  utilization.  VA  knows  how 
many  episodes  of  inpatient  care  and  how  many  outpatient  visits  its  current  patient 
population  uses,  but  several  problems  limit  the  usefulness  of  this  data: 

•  Because  veterans  do  not  enroll  in  the  VA  health  care  system,  VA  has  utilization 
data  for  users,  but  does  not  know  how  many  other  veterans  would  have  used  VA 
if  they  needed  care.  An  HMO  or  private  health  insurance  plan  knows  how  many 
enrollees  it  has  and  can  calculate  the  average  health  care  utilization  across  all 
of  its  enrollees,  not  just  those  who  used  health  care  services  during  the  past 
year.  In  this  way,  they  are  able  to  set  insurance  premiums  by  determining  the 
health  care  utilization  of  all  policyholders;  some  are  heavy  users  of  services 
while  others  use  no  health  care  services. 

VA,  however,  has  utilization  data  only  for  those  veterans  who  used  VA  health  care 
services  during  a  given  year.  Without  knowing  how  many  other  veterans  would  have 
relied  on  VA  for  health  care  services  if  they  had  needed  care,  VA  will  find  that  setting 
accurate  premiums  by  using  past  VA  utilization  is  difficult. 

•  VA  does  not  know  the  extent  to  which  current  users  rely  on  VA  for  all  of  their 
health  care  services.  This  information  is  important  because  the  Health  Security 
Act  would  require  each  VA  enrollee  to  use  VA  for  all  his  or  her  health  care 
services.  Thus,  VA  needs  to  know  the  total  health  care  services  used  by  veterans 
under  all  public  and  private  programs  in  order  to  estimate  potential  utilization 
under  a  managed  care  plan.  We  found  that  over  half  of  the  Medicare-eligible 
veterans  who  used  VA  health  care  services  in  1990  also  used  non-VA  providers 
under  Medicare.  Without  knowing  the  full  health  care  utilization  of  those  likely 
to  enroll  in  VA  health  plans,  VA  will  have  little  basis  for  estimating  potential 
demand  for  care  and  setting  premiums. 

•  VA's  complex  eligibility  and  entitlement  provisions  make  estimating  potential 
utilization  of  health  care  services  under  a  comprehensive  benefit  package 
difficult.  Because  most  veterans  are  not  entitled  to  comprehensive  health  care 
services,  VA  has  little  basis  for  estimating  veterans'  potential  utilization  of  a 
comprehensive  benefit  package. 

If  VA  sets  its  premiums  too  low,  additional  funds  may  need  to  be  appropriated  to 
cover  any  shortages.  Otherwise,  VA  health  plans  may  be  unable  to  provide  needed 
health  care  services  with  available  funds.  This  would  create  an  incentive  to  deny  VA 
enrollees  needed  health  care  services  or  inappropriately  divert  funds  appropriated  for 
VA  health  care  benefits  not  covered  under  the  comprehensive  benefit  plan  to  pay  for 
health  care  provided  to  veterans  and  their  dependents  under  the  VA  health  plan. 

Premiums  set  too  high,  on  the  other  hand,  would  decrease  the  need  for  appropriated 
funds  by  shifting  more  of  the  costs  of  veterans'  health  care  to  veterans'  employers.  It 
would  also  benefit  enrollees  in  non-VA  plans — both  veterans  and  nonveterans — by 
increasing  the  employers'  share  of  the  premiums.  This  is  because  the  employer 
contribution  toward  a  health  plan's  premium  would  be  set  at  80  percent  of  the 
weighted  average  of  the  premiums  for  all  participating  health  plans;  the  enrollee  would 
pay  the  difference  between  the  premium  and  the  employer  contribution.  Under  the 
Administration's  proposal,  the  regional  aUiances  could  reject  non-VA  health  plans  if 
their  premiums  are  out  of  line,  but  they  would  be  required  to  accept  whatever 
premiums  VA  health  plans  propose. 

VA  premiums  may  be  higher  than  premiums  of  competing  health  plans  if  their  costs 
are  higher,  their  enrollees  are  more  disabled,  or  their  enrollees  are  older.'"  Because 


'"The  effects  of  inaccurate  premiums  would  be  increased  or  decreased  depending  on 
the  risk  adjustments  made  by  the  regional  alliances.  For  example,  if  VA  premiums  are 
set  too  low  but  VA  receives  a  favorable  risk  adjustment  for  enrolling  an  older  and  more 
disabled  population,  then  the  effects  of  the  low  premiums  would,  at  least  to  some 
extent,  be  offset.  If,  on  the  other  hand,  the  risk  adjustment  is  not  favorable  to  VA,  then 
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veterans  are  older  than  the  general  population,  their  health  care  utilization  and  the 
costs  of  providing  services  can  be  expected  to  be  higher  than  those  of  the  overall 
population.  If,  as  discussed  earlier,  VA  health  plans  offer  free  supplemental  benefits 
policies  to  low-income  and  service-connected  veterans,  premiums  for  the  comprehensive 
benefit  policies  would  be  higher  because  of  adverse  selection.  Veterans  anticipating  the 
need  for  long-term  nursing  home  care  would  Ukely  enroll  in  VA  health  plans  to  avoid 
the  high  cost  of  nursing  home  care. 

Conclusions 

Mr.  Chairman,  the  veterans'  health  care  provisions  of  the  proposed  Health  Security 
Act  address  many  of  the  current  problems  with  the  VA  health  care  system  such  as  the 
complex  eligibility  and  entitlement  provisions.  However,  there  are  significant  financial 
implications  to  be  taken  into  account.  The  expanded  entitlement  to  comprehensive  care 
and  the  wide  discretion  that  would  be  given  to  the  Secretary  to  offer  supplemental 
benefit  policies  covering  such  services  as  nursing  home  care  could  require  billions  in 
appropriations. 

Because  of  the  challenges  VA  would  face  in  setting  accurate  premiums,  there  is  a 
significant  risk  that  premiums  will  not  be  adequate  to  cover  the  costs  of  services 
provided  to  VA  health  plan  enrollees.  Inadequate  premiums  may  result  in  veterans 
being  denied  needed  health  care  services  unless  the  Congress  appropriates  additional 
funds  to  cover  any  shortages. 

Mr.  Chairman,  that  concludes  my  statement.  We  will  be  glad  to  answer  any 
questions  that  you  or  Members  of  the  Committee  may  have. 
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premiums  set  too  low  would  heighten  VA's  problems  in  trying  to  provide  care  with 
available  resources. 
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ECONOMICS,  PRINCETON  UNIVERSITY 

Mr.  Chairman  and  members  of  this  Committee:  I  am  Uwe  E.  Reinhardt,  professor 
of  economics  and  pubhc  affairs  at  Princeton  University  where  I  teach  finance, 
accounting,  and  general  microeconomics.  Prominent  among  my  fields  of  applied 
research  has  been  health  economics  and  policy.  Beginning  in  1981,  I  served  a  four-year 
term  as  member  of  the  Special  Medical  Advisory  Board  Group  (SMAG)  of  the  then 
Veterans'  Administration. 

I  consider  it  a  great  privilege  to  appear  before  your  Committee,  Mr.  Chairman,  all 
the  more  so  because  I  can  claim  a  rather  unique  bond  with  American  veterans:  I  was 
conquered,  that  is  to  say,  liberated  by  them. 

I  remember  it  well  when,  on  a  sunny  day  in  April  1945,  the  Americans  announced 
their  impending  visit  with  a  little  mortar  barrage  at  dusk,  only  to  storm  into  our 
hamlet  at  dawn  the  next  morning,  guns  blazing.  Very  soon  after  that  fight  and  its 
fright  were  done  with,  however,  a  lanky,  smiling  GI  handed  us  children  (I  was  close 
to  7  at  the  time)  a  pack  of  C-rations  containing  many  wondrous  things,  among  them 
biscuits,  chocolates  and  a  small  pack  of  Lucky  Strike  cigarettes.  My  older  brother  (then 
10)  and  sister  (then  8)  and  I  wolfed  down  the  biscuits  and  the  chocolate,  whereafter  we 
leaned  back  to  light  up  a  Lucky  Strike.  "It's  the  best  cigarette  we've  had  in  years,"  my 
older  brother  opined,  puffing  away  sagely.  I'm  glad  he  reassured  us  thus,  as  I  was  dang 
near  choking  to  death  on  mine. 

There  followed  the  post-war  reconstruction,  helped  along  so  much  by  American 
generosity  and  by  the  vigilance  of  the  American  troops  stationed  in  our  midst. 
Whenever  there  were  maneuvers,  we  children  would  flock  to  the  American  sections, 
for  there  would  always  be  good  fun,  good  music  (country  and  jazz  instead  of  Wagner) 
and  many  goodies.  And  in  those  tense  times,  the  Americans  also  conveyed  a  deep  sense 
of  security,  for  we  knew  that  these  troops  would  never  hurt  us  and,  near  them,  no  one 
else  would  dare  hurt  us  either. 

In  recent  years  my  Chinese-born  wife — another  grateful  beneficiary  of  American 
valor — our  three  American  children,  and  I  have  visited  several  American  military 
cemeteries  in  Europe,  there  to  pay  our  respects  and  to  say  "Thanks!".  A  little  while  ago 
we  visited  the  cemetery  in  Luxembourg,  whose  serenity  stands  as  an  elegant 
monument  to  this  Nation's  grandeur.  "When  I  was  a  little  kid  like  you,  these  lanky 
GI's  looked  ten  feet  tall  to  me,"  I  told  my  children  as  we  stood  among  the  thousands 
of  crosses  and  Stars  of  David.  "Now  that  I  know  better  how  selflessly,  gallantly  and 
victoriously  they  took  the  fight  to  total  evil,  I  remain  convinced  that  they  walked  ten 
feet  tall." 

I  hope,  Mr.  Chairman,  that  you  will  have  these  thoughts  entered  into  the  record, 
along  with  my  formal  statement.  I  could  not  think  of  a  better  congressional  Committee 
with  whom  to  share  them. 


The  recommendations  that  policy  analysts  present  to  a  legislative  body  inevitably 
reflect  a  set  of  underlying  ethical  precepts.  In  the  present  instance,  I  take  these 
precepts  to  include  the  proposition  that  a  nation  owes  its  veterans  unfettered  access 
to  the  same  kind  of  health  care  that  is  enjoyed  by  the  nation's  economically  privileged. 
I  would  include  in  that  dictum  not  only  veterans  with  a  service-connected  disability  or 
with  active  combat  experience,  but  anyone  who  had  agreed,  in  principle,  to  risk  their 
limbs  and  life  in  the  Nation's  service,  as  a  member  of  the  Armed  Forces,  even  if  fate 
spared  them  the  horror  of  active  combat.  In  my  view,  those  who  sign  on  to  that  risk 
are  owed  at  least  that  much. 

Even  if  that  ethical  precept  were  widely  shared,  however,  there  is  room  for  debate 
on  how  best  to  own  up  to  it.  In  what  follows,  I  shall  first  inquire  whether  that  precept 
actually  implies  a  separate  veterans'  health  system.  Next,  I  shall  offer  a  few 
observations  on  how  well  the  current  configuration  of  the  VA  health  system  owns  up 
to  its  mandate.  Finally,  I  shall  explore  how  a  general  reform  of  the  entire  American 
health  system  might  affect  the  health  care  experience  of  American  veterans. 
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A.  Why  a  Separate  Veterans'  Health  System  at  All? 

Many  Americans  would  be  surprised  to  learn  that  most  industrialized  nations  do 
not  operate  a  separate  health  system  for  their  veterans.  It  should  not  be  inferred  from 
that  circumstance  that  these  nations  lack  respect  for  their  veterans.  Rather,  these 
nations'  general  health  insurance  system  are  so  comprehensive,  so  universal  and  so 
secure  as  to  obviate  the  need  for  a  separate  system  dedicated  solely  to  veterans.  To  be 
sure,  neighboring  Canada  did  have  a  separate  system  for  veterans  following  World  War 
II.  That  system  effectively  disappeared,  however,  soon  after  Canada  adopted  universal 
comprehensive  health  insurance  during  the  late  1960's. 

Viewed  from  this  broader  international  perspective,  there  is  something* quite  odd 
about  the  existence  of  the  huge  and  far  flung  health  care  delivery  system  operated  by 
the  U.S.  Department  of  Veterans  Affairs,  a  system  that  now  operates  some  171 
hospitals,  128  nursing  homes  and  about  300  clinics  nationwide.  Why  do  we  need  that 
system?  Indeed,  why  do  Americans  tolerate  it?  After  all,  Americans  generally  cannot 
utter  the  words  "socialized  medicine"  without  a  tinge  of  contempt.  Yet,  correctly 
viewed,  the  VA  health  system  represents  socialized  medicine  in  its  purest  form.  The 
government  not  only  manages  the  financing  of  that  system,  it  actually  owns  and 
operates  the  entire  delivery  system  as  well. 

In  contrast,  Canada's  health  care  system,  which  is  widely  decried  in  this  country 
as  "socialized  medicine"  and,  hence,  as  unsuitable  for  Americans,  channels  only  the 
financing  of  health  care  through  government.  Canada's  health  care  delivery  system 
represents  roughly  the  same  mixture  of  public  and  private  institutions  we  have  in  the 
United  States.  It  is  not  government-run. 

One  would  suppose  that  America's  veterans'  service  organizations  (VSO's)  and  their 
champions  in  the  Congress  do  not  typically  reside  on  the  most  liberal  end  of  the 
political  spectrum.  Why  then  are  these  generally  conservative  Americans  so  jealously 
protective  of  this  vast  system  of  purely  socialized  medicine  in  their  midst?  Why  do  not 
this  Nation's  veterans  simply  insist  upon  access  to  the  same  private  health  insurance 
and  health  care  delivery  system  that  is  enjoyed  by  the  rest  of  well  insured  Americans? 
What  can  explain  these  Americans'  fondness  for  socialized  medicine? 

The  answer  cannot  be  that  the  government-run  VA  health  system  is  even  more 
splendid  than  the  private  American  health  system.  Although  the  VA  health  system 
does  have  its  highly  distinguished  facets,  few  observers  would  rank  it  squarely  above 
its  private  counterpart,  either  in  terms  of  its  clinical  excellence  or  in  terms  of  its 
economic  efficiency.  In  fact,  at  this  time  the  VA  health  system  actually  serves  only  a 
small  minority  of  the  Nation's  veterans  as  the  chief  source  of  health  care — less  than 
10  percent  according  to  a  recent  study  by  the  General  Accounting  Office',  and  mainly 
veterans  with  low  incomes  who  lack  superior  private  coverage  or  veterans  with  severe, 
service-connected  disabilities.  The  rest  are  either  privately  insured  (59  percent)  or  have 
Medicare  and  other  federal  coverage,  or  combinations  of  these. 

A  more  plausible  explanation  is  that  the  remarkable  endurance  of  the  VA  health 
system  really  reflects  the  failure  of  this  Nation's  private  health  insurance  system  to 
provide  the  American  people  with  truly  trustworthy  health  insurance.  That  private 
system  is  somewhat  akin  to  a  fickle  lover  who  can  offer  one  high  moments  in  good 
times,  but  who  thinks  nothing  of  casting  one  aside  coldly,  should  that  be  propitious. 
Government  rarely  ever  behaves  that  way;  it  tends  to  be  a  more  reliable  partner,  even 
if  it  is  sometimes  a  little  dull  and  cumbersome. 

The  problem  of  private  health  insurance  in  this  country  is  not  that  it  is  run  by 
fickle  misanthropes.  Rather,  the  system  is  so  structured  as  to  make  even  angels 
behave  unseemly  at  times.  Because  it  typically  ties  a  family's  health  insurance  to  a 
particular  job  and  because  its  product  is  actuarially  priced,  our  private  health 
insurance  system  can  visit  harsh  cruelties  on  individual  Americans.  The  system  offers 
its  clientele  "unsurance"  rather  than  genuine  insurance.  Such  a  brittle,  unreliable 
system  can  flourish  only  if  it  is  backed  up  by  a  more  reliable,  government-run  failsafe 
system.  The  VA  health  system  is  part  of  that  back-up.  Thus,  we  are  led  to  the 
following  proposition: 

Like  America's  elderly,  who  jealously  protect  their  government-run  health 
insurance  system  against  any  change  other  than  an  expansion,  America's 
veterans  jealously  guard  their  own  government-run,  purely  socialized  health 

'United  States  General  Accounting  Office,  VETERANS  HEALTH  CARE:  Most  Care 
Provided  Through  Non-VA  Programs,  GAO/HEHS-94-104BR,  April,  1994. 
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system  for  the  perfectly  sensible  reason  that  their  government  is,  ultimately,  the 
only  institution  Americans  truly  can  and  do  trust. 

This  proposition  may  strike  red-blooded  Americans  as  controversial.  Do  we  not  have 
a  unique  fondness  for  helping  heaping  vituperation  upon  our  government  and  its 
institutions?  We  do;  but  we  do  so  somewhat  like  normal  teenagers  who,  during  good 
times,  tend  to  curse  their  mothers'  vexing  "mom-regulations,"  but  typically  look  to 
Mama  first  when  calamity  strikes.  Deep  down,  America's  so-called  rugged  individual- 
ists do  love  and  trust  their  government  in  much  the  same  way  as  teenagers  do  love 
and  trust  their  moms.  Naturally,  these  rugged  individualists  would  not  be  caught  dead 
admitting  that  sentiment  openly,  just  as  teenagers  rarely  profess  their  love  for  Mom 
in  the  school  yard.^  But  as  trustworthy,  failsafe  systems,  American  moms  and 
American  government  are  much  esteemed  in  these  United  States.  The  great  popularity 
and  the  endurance  of  the  VA  health  system  is  part  of  this  cultural  pattern. 

B.  Will  Universal  Health  Insurance  Erode  the  VA  Health  System? 

Now,  it  may  be  thought  that,  just  as  the  advent  of  universal  coverage  did  in 
Canada,  a  truly  ironclad  system  of  portable,  private,  universal  health  insurance  would 
obviate  the  need  for  a  separate  VA  health  system,  aside  from  certain  specialized 
treatment  facilities.  There  are  several  reasons,  however,  not  to  be  hasty  in  this 
conclusion  and  there  are  powerful  reasons  not  to  base  public  policy  on  that  surmise. 

First,  at  this  time  truly  universal,  portable  and  comprehensive  health  insurance 
coverage  remains  one  of  the  more  elusive  parts  of  the  American  Dream.  A  year  ago  the 
Nation  seemed  closer  than  ever  to  realizing  universal  coverage  at  long  last.  Alas,  at 
this  time  it  seems  more  doubtful  that  a  reliable,  universal,  private  health  insurance 
system  can  be  built  in  this  country  within  the  next  decade,  if  ever  it  can  be  built.  That 
uncertainty,  and  the  risk  it  visits  upon  the  Nation's  veterans,  is  reason  enough  to 
preserve  the  VA  health  system  as  a  failsafe  system  for  the  indefinite  future.  Indeed, 
that  uncertainty  makes  the  case  for  strengthening  the  VA  health  system. 

Second,  however,  even  if  reliable  universal  coverage  were  truly  within  reach  at  this 
time,  it  would  not  be  sensible  to  dismantle  hastily  a  system  that  has  served  the  Nation 
so  well  in  the  past.  It  has  done  so  not  only  in  delivering  general  and  highly  specialized 
health  care  to  (currently)  the  10  percent  of  American  veterans  who  would  otherwise 
have  had  a  difficult  time  obtaining  the  care  they  required.^  VA  has  been  particularly 
effective  also  in  its  support  of  general  medical  education  and  clinical  research.^ 

It  is  widely  appreciated,  for  example,  that  the  VA  health  system  has  made 
important  contributions  to  clinical  discoveries.  Furthermore,  it  now  trains  over  100,000 
health  professionals  annually  through  its  close  affiliation  with  the  Nation's  health- 
professional  schools.  In  short,  the  VA  health  system  has  become  too  valuable  an 
integral  component  of  the  Nation's  health  care  infrastructure  to  warrant  its 
deconstruction.  That  is  not  to  say,  however,  that  it  might  not  be  restructured  to  the 
advantage  of  both  its  intended  clientele  and  society  at  large. 


^The  media  offer  countless  anecdotes  to  support  this  sweeping  hypothesis.  One 
regularly  sees  even  politically  conservative  Americans  clamor  for  government 
guaranteed  flood  insurance  for  private  properties  that  private  insurers  will  not  insure. 
One  sees  usually  conservative  Americans  clamor  for  federal  flood  assistance  after 
losing  property  built  that  these  rugged  individualists  had  built  in  the  flood  plain.  One 
sees  politically  conservative  farmers  clamor  for  subsidies  and  price  supports  when  the 
free  market  threatens  their  income.  One  sees  rugged  executives  from  the  savings  and 
loan  industry  clamor  for  government  deposit  insurance  and  rugged  executives  in  the 
rust  belt  industries  clamoring  for  government  relief  from  the  burden  of  retiree  health 
care.  Finally,  one  sees  politically  conservative  physicians  clamor  for  the  coercive  power 
of  government  to  protect  their  economic  turf  through  occupational  licensure  when,  say, 
nurse  practitioners  threaten  competition.  The  list  is  virtually  endless.  As  I  recently 
reminded  my  freshman  economics  class  at  Princeton  University:  "Usually,  when  the 
going  gets  tough,  the  tough  run  to  the  government." 

^See  "Veterans'  Health  Care:  Can  it  Survive  Reform?"  Medicine  &  Health,  August 
23,  1993,  p.l. 

■•"Veterans'  Health  Care:  Can  it  Survive  Reform?"  Medicine  &  Health,  August  23, 
1993,  p.2. 
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C.  Some  Shortcomings  of  the  Current  VA  Health  System 

Although  I  cannot  claim  to  be  among  the  Nation's  foremost  experts  on  the  VA 
health  system,  it  is  clear  to  even  a  less  intimate  observer  that  the  current  configura- 
tion of  the  system  makes  it  less  effective  than  it  could  be. 

First,  the  current  system  labors  under  eligibility  rules  that  are  not  only  unduly 
restrictive,  but  that  are  also  cumbersome  and  confusing.  A  distinction  is  made  between 
veterans  who  are  eligible  to  receive  free  health  care  from  VA  and  those  who  may 
receive  health  services  from  VA  at  VA's  discretion  and  not  fully  free  of  charge, 
depending  upon  available  capacity.  The  degree  of  entitlement,  that  is,  the  set  of 
services  it  encompasses,  depends  on  whether  a  disability  is  service  connected  or  not. 
It  also  depends  on  the  level  of  the  disability.  Finally,  eligibility  is  a  function  of  the 
veteran's  income  status. 

It  is  commonplace  in  these  latitudes  to  blame  government  exclusively  for  this 
complexity,  as  if  government  were  totally  external  to  the  rest  of  American  society  and 
rained  down  senseless  regulation  on  American  just  for  the  fun  of  it.  In  fact,  the 
extraordinary  complexity  of  American  government  programs  reflects  a  unique  cultural 
trait  among  Americans,  a  trait  one  might  label  "American  particularism."  It  is  the 
insistence  by  the  general  public  upon  (a)  fairness  in  each  and  every  individual  instance 
and  (b)  the  avoidance,  at  all  costs,  lavishing  taxpayers'  funds  upon  the  undeserving. 
Complex  rules  and  administrative  hassle  are  the  government's  inevitable  and  quite 
proper  response  to  this  demand. 

In  comparison  with  the  United  States,  other  countries  tend  to  place  a  much  higher 
premium  on  the  administrative  simplicity  of  public  programs,  even  at  the  risk  of  being 
right  only  on  average,  and  also  at  the  risk  of  possibly  channelling  some  public  funds 
to  the  undeserving.  At  some  point,  Americans  should  reexamine  this  inherent  tradeoff 
between  administrative  simplicity  and  correctness  in  each  and  every  instance.  A 
reform  of  the  VA  health  system  offers  an  opportunity  to  do  just  that.  Perhaps  it  will 
be  discovered  that  the  added  outlays  triggered  by  somewhat  simpler  rules  are  more 
than  recouped  by  savings  in  administrative  costs,  especially  if  one  includes  among  the 
latter  the  psychic  cost  of  hassle  and  confusion. 

Second,  the  current  VA  health  system  is  embedded  in  a  budgetary  process  that 
emits  distorted  financial  signals.  Although  for  some  time  VA  has  worked  on  an  internal 
resource  allocation  model  designed  to  allocate  its  limited  budget  rationally,  by  and 
large  the  system  continues  to  use  the  most  traditional  method  of  budgeting  in 
government,  namely,  mere  upward  revisions  of  last  year's  budget.  As  a  result,  the 
system  is  both  over  and  underfunded  in  parts,  and  it  does  not  reach  nearly  as  many 
veterans  as  it  could. 

As  a  general  principle,  economists  frown  upon  funnelling  public  subsidies  directly 
to  institutions  rather  than  indirectly  through  the  clientele  that  is  to  be  served  by  these 
institutions.  In  their  lectures  in  freshman  economics,  that  arrangement  is  sometimes 
described  by  economists  as  "feeding  the  horses  to  feed  the  birds,"  so  to  speak.  Although 
one  hesitates  to  evoke  that  crude  imagery  in  connection  with  the  VA  health  system, 
this  economist  has  in  the  past  applied  it  to  hospital  financing  in  general,  as  may  be 
seen  from  the  one-page  paper  "Lessons  for  Hospital  Payments  from  Ornithology" 
appended  to  this  statement.  The  general  point  of  the  paper  was  that,  if  the  public 
sector  wishes  to  help  two-income  families  procure  needed  health  care,  more  value  for 
the  dollar  is  usually  had  if  public  subsidies  are  channelled  to  the  poor  in  the  form  of 
health  insurance,  rather  than  to  hospitals  in  the  form  of  institutional  grants  to  support 
charity  care. 

That  common  sense  insight  applies  to  the  VA  health  system  as  well.  Ideally,  the 
individual  facilities  within  that  system  should  be  forced  to  earn  a  substantial  part  of 
their  revenues  by  competing  for  veterans  who  either  pay  themselves  or  are  subsidized, 
and  who  could  procure  their  health  care  from  VA  or  from  alternative  sources,  at  the 
veteran's  option.  That  channelling  of  financial  resources  is  apt  to  yield  a  more  perfect 
matching  of  physical  resources  with  the  medical  needs  of  veterans.  It  would  avoid  the 
current  situation  in  which  some  VA  health  facilities  apparently  find  themselves 
underfunded  relative  to  the  demands  placed  upon  them  while  others  sit  relatively  idle. 

Such  a  reconfiguration  of  the  flow  of  funds  into  the  VA  system  also  would  cope  with 
a  third  problem  inherent  in  the  VA  system's  current  structure,  namely,  the  lack  of 
incentives  VA  faces  to  collect  reimbursements  for  care  rendered  veterans  who  are 
covered  by  Medicare  or  private  carriers.  Under  its  current  Medical  Cost  Recovery 
Program  (MCCR)  VA  must  return  to  the  U.S.  Treasury  the  funds  it  recovers  from  other 
third  party-payers.  Because  few  of  these  funds  remain  within  VA  there  are  only  small 
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bonus  payments  to  individual  facilities  for  efforts  in  this  regards — ^VA  has  only  weak 
incentives,  other  than  a  sense  of  duty,  to  pursue  these  sources  of  funds  vigorously.  A 
reformed  system  should  give  VA  a  stronger  financial  stake  in  the  MCCR. 

D.  The  VA  Health  System  under  Health  Reform 

Of  the  many  health  reform  proposals  now  before  the  Congress,  only  the  President's 
is  a  fully  articulated  plan.  The  remainder  are  more  in  the  nature  of  rough  sketches  of 
plans  whose  details  are  yet  to  be  worked  out.  Small  wonder,  then,  that  only  the 
President's  plan  provides  explicitly  for  a  major  restructuring  of  the  VA  health  system. 

In  assessing  the  probable  impact  of  that  restructuring,  one  must  distinguish  clearly 
between  its  impact  upon  (a)  veterans  and  (b)  the  VA  health  system  as  an  institution 
and  the  people  who  derive  a  livelihood  from  it.  What  is  good  or  bad  for  the  VA  health 
system  may  not  be  good  or  bad  for  the  veterans  themselves,  although  there  is  a 
natural  tendency  of  those  who  run  institutions  to  identify  their  client's  welfare  fully 
with  their  own. 

Impact  of  Health  Reform  on  Veterans 

The  President  proposes  to  integrate  the  VA  health  system  into  the  general  health 
system  without,  however,  dismantling  the  VA  system.  He  seeks  to  achieve  that  by 
having  the  VA  system  restructure  itself  into  a  nationwide  network  of  accountable, 
regional,  vertically  integrated  health  care  plans  (VA  health  plans).  These  plans  would 
be  forced  to  compete  with  similarly  configured  private  health  plans  for  the  privilege 
of  serving  veterans,  all  under  the  strict  supervision  of  an  overarching  regional  Health 
Alliance.  That  Alliance  should  be  thought  of  as  a  large  insurance  brokerage  agency,  or 
as  the  insurance  plan  analogue  of  a  farmers'  market  where  all  suppliers  offer  their 
wares  in  fair  and  open  competition,  under  one  roof 

VA  would  be  required  to  establish  an  accountable  VA  health  plan  for  each  regional 
Health  Alhance  established  for  the  general  population.  The  Secretary  of  Veterans 
Affairs  would  be  authorized  to  establish  rules  that  would  allow  the  dependents  of 
veterans  to  enroll  in  the  VA  health  plans  as  well. 

Finally,  the  VA  health  plans  would  be  reserved  for  veterans  and,  most  probably, 
their  dependents.  While  veterans  would  be  able  to  choose  non-VA  health  plans,  often 
with  the  support  of  public  subsidies,  non-veterans  could  not  enroll  in  VA  plans.  This 
eliminates  any  fear  veterans  might  have  that  they  might  be  crowded  out.  In  short,  the 
President's  plan  affords  veterans  a  wider  choice  than  would  be  available  to  the  non- 
veteran  population. 

To  make  the  proposed  competition  between  VA  health  plans  and  their  private 
counterparts  work  fairly,  the  VA  health  plans  would  have  to  provide,  as  a  minimum, 
the  same  comprehensive  benefits  that  would  be  available  to  other  Americans  under  the 
President's  Health  Security  Act.  In  addition,  however,  the  VA  plans  would  continue  to 
provide  veterans,  under  current  eligibility  rules,  with  currently  available  services  that 
might  not  be  in  the  general  national  benefit  package.  Such  services  include  treatment 
for  post  traumatic  stress  disorder,  certain  dental  benefits,  and  substance  abuse 
treatments.  Because  all  veterans  would  be  eligible  to  choose  the  VA  health  plan  in 
their  region,  the  President's  plan  simplifies  and  widens  the  eligibility  criteria  for  VA 
care.  Higher-income  veterans  who  are  not  currently  eligible  for  free  VA  services  could 
opt  for  a  VA  health  plan  by  paying  the  premiums,  copays  and  deductibles  applicable 
to  the  general  population  under  the  President's  plan.  Veterans  who  now  are  entitled 
to  receive  free  care  from  VA  (e.g.,  former  prisoners  of  war,  indigent  veterans  and  those 
with  service-connected  disabilities)  would  be  entitled  to  the  same  services,  free  of 
charge,  under  the  new  arrangement.  VA's  outlays  for  these  services  would  be  covered 
by  Congressional  appropriations. 

Would  the  President's  proposal  unambiguously  improve  the  health  care  experience 
of  each  and  every  veteran?  The  honest  answer  is  No,  because  some  veterans  who  could 
hitherto  choose  between  VA  care  and  private  sector  care  on  a  service  by  service  basis 
would  now  be  asked  to  choose,  once  a  year,  between  VA  and  private  sector  health  plans 
that  would  then  be  the  veteran's  main  source  of  all  health  care.  But  these  veterans 
could,  of  course,  switch  plans  as  often  as  once  a  year.  Furthermore,  because  veterans 
are  owed  a  special  debt  by  society,  it  would  be  appropriate  for  the  Congress  to  mandate 
that  every  VA  health  plan  offer  its  enrollees  a  point-of-service  option,  at  costs  to  the 
veteran  that  would  not  be  prohibitive  from  the  veteran's  viewpoint  and  that  would  be 
waived  altogether  for  Category  A  veterans.  Although  such  a  provision  would  cost  the 
taxpayer  some  money,  it  probably  would  find  public  support  and  go  a  long  way  to 
reducing  the  veterans'  fear  of  being  locked  into  one  health  plan  for  all  of  their  care. 
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(This  option,  by  the  way,  might  also  make  the  VA  plans  more  attractive  to  all 
veterans). 

Many  veterans  who  do  not  now  have  guaranteed  access  to  the  VA  health  system 
would  be  granted  that  option,  and  it  would  most  probably  be  available  even  to  their 
dependents.  It  is  hard  to  see  why  they  would  object  to  the  President's  proposal. 

Finally,  for  all  veterans  the  President's  proposal  promises  two  further  important 
advantages. 

First,  the  transition  towards  fully  integrated  accountable  VA  health  plans  would 
end  the  bias  toward  inpatient  care  inherent  in  the  current  system,  whose  complex 
eligibility  criteria  tend  to  favor  inpatient  over  ambulatory  care.  Second,  by  forcing  the 
entire  VA  health  system  to  compete  head-on  with  the  private  sector  for  the  veteran's 
favor,  that  system  is  likely  to  become  much  more  customer-oriented  than  is  any  system 
simply  relying  on  budgets  and  a  captive  clientele.  From  the  viewpoint  of  the  veteran, 
one  should  rate  this  a  major  advantage  of  the  President's  proposal.  In  effect,  he  would 
force  VA  to  earn  the  bulk  of  its  budget  the  old-fashioned  way:  by  pleasing  its  customers 
better  than  the  next  health  plan  would. 

From  the  viewpoint  of  the  VA  system,  of  course,  that  desideratum  may  well  induce 
what  one  might  call  a  "pre-traumatic  stress  disorder." 

Impact  of  health  reform  on  the  VA  health  system 

From  the  viewpoint  of  the  VA  health  system  and  those  whose  livelihood  depends 
on  it,  the  President's  proposal  is  a  double-edged  sword. 

On  the  one  hand,  the  new  arrangement  would  allow  VA  to  supplement  its  annual 
appropriations  from  the  Congress  (for  the  free  and  subsidized  care  it  would  have  to 
render)  with  revenue  from  Medicare  and  other  third  party  payers,  along,  of  course, 
with  premiums  paid  by  employers,  employees  and  some  non-working  families  who 
choose  VA  health  plans.  That  revenue  would  represent  charges  VA  could  make  to  these 
other  payers  for  services  rendered  veterans  who  are  insured  by  these  payers.  Under 
the  current  system,  such  revenues  must  be  turned  over  to  the  U.S.  Treasury.  Under 
the  President's  plan,  VA  could  retain  most  of  these  funds.  To  the  extent  that  VA  were 
successful  in  attracting  enrollees,  this  added  source  of  funds  would  strengthen  the  VA 
health  system. 

On  the  other  hand,  however,  the  President's  proposal  might  ultimately  trigger  an 
overall  decline  in  the  funds  flowing  to  the  VA  system  as  a  whole,  and  almost  certainly 
to  particular  facilities  within  the  system.  In  earlier  analyses,  the  General  Accounting 
Office  has  suggested  that  a  move  to  universal  health  coverage  might  substantially 
reduce  the  demand  by  veterans  for  VA  health  services.^  Just  how  steep  that  decline, 
if  any,  would  actually  be  is  anybody's  guess  at  this  time.  Past  studies  on  the  issue  can 
be  highly  misleading,  because  they  would  reflect  the  choices  veterans  have  made 
between  better  private  insurance  options  and  the  old  VA  structure.  In  the  future,  these 
choices  would  be  between  private  accountable  health  plans  and  a  restructured  VA 
system — presumably  one  more  attractive  to  veterans.  In  the  end,  the  relative 
attractiveness  of  the  VA  health  system  depends  on  numerous  factors  not  easily 
captured  in  such  analyses,  prominent  among  them  the  relative  breadth  of  the  benefit 
package  available  in  VA  and  in  the  private  system. 

Be  that  as  it  may,  the  conversion  of  a  system  from  one  that  has  traditionally 
received  its  revenues  in  the  form  of  predictable  top-down  budget  allocations  into  a 
system  whose  revenues  must  be  earned  by  attracting  customers  who  have  alternative 
options  is  nothing  short  of  revolutionary.  Prudent  public  policy  would  effect  that 
conversion  gradually  and  help  it  along  with  ample  financial  assistance.  As  noted 
earlier,  there  is  absolutely  no  assurance  that  the  private  sector  will  soon  provide 
Americans  with  secure,  adequate  health  insurance.  Until  that  assurance  is  given,  the 
VA  system  ought  to  be  preserved  as  one  totally  reliable  source  of  health  care  for 
veterans.  Caution  in  this  transition  is  doubly  warranted,  lest  undue  haste  destroy  the 
important  existing  linkages  between  the  VA  health  system  and  the  Nation's  general 
enterprise  of  medical  education  and  research. 

The  President's  proposal  does  foresee  a  supplemental  budget  of  over  $3  billion  to 
help  VA  in  its  transition  to  the  proposed  new  arrangement.  It  is  hard  to  assess  at  this 
time  whether  that  allowance  will  be  sufficient  to  get  the  task  accomplished,  but  it  is 
a  start. 


^U.S.  General  Accounting  Office,  VA  HEALTH  CARE:  Alternative  Health  Insurance 
Reduces  Demand  for  VA  Care,  GAO/HRD-92-79,  June  1992.  See  also  U.S.  Government 
Accounting  Office,  op.  cit.,  pp.  42-48. 
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The  VA  system  would  be  strengthened  further  if  it  were  to  offer  veterans  a  benefit 
package  broader  than  that  being  offered  the  general  public — for  example,  one  with 
fairly  broad  long-term  care  benefits  and  other  services  the  American  public  might  be 
willing  to  make  available  to  their  veterans,  if  not  to  the  population  as  a  whole.  Other 
things  being  equal,  the  veterans'  demand  for  VA  services  will  be  strongly  related  to  the 
gap  between  the  VA  benefit  package  and  the  nationally  guaranteed  one. 

Because  the  nationally  guaranteed  benefit  package  ultimately  supported  by  the 
Congress  is  likely  to  be  much  leaner  than  that  proposed  in  the  President's  health 
reform  plan,  it  may  not  be  all  that  difficult  and  expensive  to  make  the  VA  benefit 
package  relatively  more  attractive.  It  would  help  preserve  the  VA  health  system  and 
bestow  publicly  financed  benefits  on  those  whom  few  would  call  undeserved. 

In  the  end,  however,  an  economist  would  be  hard  put  to  fault  any  health  reform 
proposal  that  effectively  forces  the  VA  health  system  to  justify  its  existence,  every  day, 
in  the  time-hallowed  way  that  has  served  this  Nation  so  well;  not  by  preserving  jobs, 
or  the  ability  of  Congress  to  direct  resources  at  its  whim,  but  by  creating  valuable 
output  that  pleases  customers  who  have  a  choice  of  alternative  plans.  One  would  hope 
that,  even  under  fully  secure  universal  health  insurance  coverage,  the  VA  health 
system  would  meet  that  challenge.  If  not,  nothing  would  be  amiss  in  its  graceful  exit. 


PREPARED  STATEMENT  OF  JAMES  J.  MONGAN,  M.D.,  EXECUTIVE 
DIRECTOR,  TRUMAN  MEDICAL  CENTER,  DEAN,  UNIVERSITY  OF  MISSOURI- 
KANSAS  CITY  SCHOOL  OF  MEDICINE 

Mr.  Chairman,  members  of  the  Committee,  I  am  Dr.  Jim  Mongan,  Dean  of  the 
University  of  Missouri's  Medical  School  in  Kansas  City,  and  Executive  Director  of  the 
Truman  Medical  Center,  Kansas  City's  Public  Hospital.  I  have  been  asked  to  appear 
today  to  address  the  issue  of  the  structure  and  financing  of  health  care  in  the  VA 
system  in  a  post  health  care  reform  world,  in  which  nearly  all  Americans  would  have 
health  care  coverage.  My  knowledge  of  the  VA  system  stems  from  what  I  learned  as 
a  member  from  June  of  1990  to  November  of  1991,  of  the  Commission  on  the  Future 
Structure  of  Veterans  Health  Care. 

I  came  away  from  that  experience  with  one  dominant  impression — although  there 
was  much  that  was  good  about  the  system — it  suffered  terribly  from  the  powerful 
impact  of  an  underlying  political  gridlock,  defined  by  the  following  simple  equation: 
The  veterans  organizations  have  enough  political  muscle  to  essentially  block  closure 
of  beds  in  the  VA  system,  but  they  do  not  have  enough  muscle  to  assure  adequate 
financing  of  those  beds.  The  result  of  this  pohtical  gridlock  is  a  system  with  an 
oversupply  of  underfunded  beds— a  setup  for  problems  of  quality  and  inefficiency  under 
the  current  system,  or  under  a  reform  scenario.  The  same  political  gridlock  has  also 
led  to  a  maldistribution  of  VA  facilities,  which  results  in  empty  beds  in  some  areas  and 
empty  promises  in  others. 

I  know  it  will  sound  politically  naive,  but  the  system  cries  out  for  an  overarching 
political  agreement  under  which  VA  would  reconfigure  and,  yes,  close  some  of  its  acute 
beds  in  return  for  an  adequate  funding  base  for  those  remaining. 

But  your  major  interest  was  in  my  view  of  tomorrow,  not  today — of  a  post  reform 
world.  I'm  afraid  I  must  begin  by  telling  you  that  as  one  who  has  followed  this  issue 
for  25  years,  I  am  very  concerned  that  this  Congress  will  not  step  up  and  pass  real 
reform;  but  that  Congress  will  instead  be  unable,  as  it  was  in  1974  and  1980,  to 
assemble  a  majority  for  the  taxes  or  mandates  necessary  to  finance  broadly  expanded 
coverage.  But  for  your  purposes,  I  will  assume  that  you  prove  me  wrong  and  pass 
comprehensive  legislation  with  the  necessary  financing. 

If  you  assume  that  comprehensive  legislation  would  look  like  the  Clinton  proposal, 
at  least  in  terms  of  how  it  relates  to  the  VA  system,  then  you  would  have  an 
environment  in  which  the  VA  system  would  continue  to  exist;  and  in  which  veterans 
and  their  dependents  would  have  a  choice  as  to  where  they  would  receive  their  care. 
They  could  choose  a  plan  based  on  the  VA  system  or  an  alternate  private  plan. 

The  proposal,  in  short,  appears  to  do  everything  the  Veterans  groups  might 
ask — yet  it  obviously  poses  two  questions:  First,  will  the  money  be  there?  Will  health 
reform  carry  with  it  adequate  financing  to  cover  the  costs  of  additional  veterans  and 
their  dependents  who  might  choose  to  enroll  in  the  system.  Perhaps  paradoxically,  the 
second  questions  is,  will  the  patients  be  there?  In  a  world  where  all  have  coverage,  will 
veterans  choose  VA,  or  will  they  choose  other  available  mainstream  health  plans?  With 
respect  to  the  adequacy  of  financing  three  conditions  must  be  met  if  VA  is  to  succeed. 
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First,  of  course,  the  legislation  must  clearly  enable  and  authorize  funding  by  Medicare, 
and  the  Alliances  or  whatever  organization  controls  the  flow  of  employer-employee 
funds  and  subsidies.  Secondly,  VA  must  begin  a  crash  effort  to  enhance  their  cost 
allocation  and  pricing  procedures.  They  must  know  the  true  cost  of  various  procedures 
and  stays  in  order  to  adequately  bill  other  health  plans  and  in  order  to  negotiate 
capitated  rates  with  Alliances  or  other  funding  agencies.  And,  finally,  VA  must  begin 
to  think  through  how  they  would  pay  other  facilities,  for  services  such  as  pediatric 
care,  which  they  may  not  provide  themselves,  and  emergency  services  provided  at 
other  facilities. 

With  respect  to  the  continuing  flow  of  patients,  I  believe  that  a  number  of  your 
patients  will  stay  with  you  either  because  they  like  the  care  they  receive,  they  have 
a  strong  identification  with  their  role  as  veterans  and  the  camaraderie  available  at  the 
institution,  or  they  have  such  complex  medical  and  social  problems  that  they  may  not 
feel  welcome  in  alternate  plans. 

But,  were  I  planning  for  the  system.  I  would  not  count  on  any  of  this.  I  think  in 
reality,  many  decisions  will  be  driven  by  the  co-payment  provisions  of  any  legisla- 
tion— the  more  co-payment  required,  the  more  attractive  the  VA  plan  might  be  to  low 
income  veterans.  And,  in  reality,  much  will  be  driven  by  how  user  friendly  individual 
VA  facilities  can  become. 

As  you  may  know,  current  data  on  the  usage  patterns  of  veterans  who  also  have 
Medicare  coverage  would  not  give  much  cause  for  optimism — since  62%  of  these  use 
Medicare  exclusively,  24%  use  no  care  and  only  15%  use  the  VA  system  exclusively  or 
at  some  point. 

So  in  summary,  you,  the  Congress  must  enable  and  authorize  appropriate  on-going 
funding  streams  and  the  VA  system  miast  enhance  its  financial  systems  and  the  user 
friendliness  of  its  operations  if  both  dollars  and  patients  are  to  continue  to  flow  and 
ensure  an  ongoing  role  for  VA  under  health  reform.  And  finally,  I  would  return  to  my 
opening  comment  with  or  without  reform,  a  reconfiguration  and  a  downsizing  of  the 
system,  to  shed  unnecessary  beds  and  locate  facilities  where  they  are  needed  will  be 
absolutely  critical  to  future  survival  of  the  Veterans  Administration  health  care 
system. 


PREPARED  STATEMENT  OF  DR.  ELWOOD  J.  HEADLEY,  ACTING  DEPUTY 
UNDER  SECRETARY  FOR  HEALTH,  DEPARTMENT  OF  VETERANS  AFFAIRS 

Mr.  Chairman  and  Members  of  the  Committee:  Thank  you  for  this  opportunity  to 
tell  you  about  our  vision  of  the  new  veterans'  health-care  system,  its  financing,  and  the 
planning  now  underway  to  make  this  vision  a  reality.  For  the  past  fifteen  months,  the 
Administration  has  been  working  to  define  and  preserve  an  independent  health-care 
system  for  veterans  that,  for  the  first  time,  would  truly  be  a  choice  open  to  all  veterans 
and  their  dependents.  The  President's  health  care  reform  proposal  is  the  only  national 
health-care  reform  plan  which  recognizes  the  unique  health  needs  of  veterans  and 
seeks  to  strengthen  the  VA  health  system.  As  the  debate  in  the  Congress  regarding 
national  health-care  reform  continues,  we  strongly  urge  that  the  final  legislation 
contain  the  President's  proposal  for  veterans'  health-care.  This  represents  the  best 
chance  for  a  strong,  independent  VA  health-care  system  capable  of  providing  high 
quality  services  responsive  to  veterans'  special  needs. 

Mr.  Chairman,  before  describing  the  work  that  has  been  done  to  estimate  the 
workload  and  cost  impact  of  the  President's  proposed  Health  Security  Act  on  current 
VA  Operations,  we  will  describe  how  the  President's  proposal  provides  financing  for 
Veterans'  Health  Care. 

The  President's  proposal  provides  that  VA  will  continue  to  receive  appropriations 
to  its  medical  care  account.  In  addition,  VA  will  also  retain  the  copayments  and 
deductibles  it  receives  from  higher-income,  nonservice-connected  veterans,  and 
veteran's  dependents,  the  premiums  VA  collects  from  the  sale  of  supplemental  benefits, 
and  the  payments  it  receives  from  other  plans  for  the  furnishing  of  care  to  other  plans' 
patients.  This  is  the  first  time  ever  that  VA  would  be  able  to  retain  third-party 
collections  to  cover  the  cost  of  patient  care.  VA  will  also  receive  and  retain  Medicare 
reimbursements  for  care  furnished  to  higher-income.  Medicare-eligible  veterans  who 
have  no  service-connected  disabilities.  (VA  Health  Plans  would  be  considered  to  be 
Medicare  HMO's.). 

VA  will  receive  a  premium  payment  from  a  regional  alliance  for  each  veteran  and 
dependent  covered  by  that  alliance  who  chooses  to  enroll  in  a  VA  Plan.  In  the  case  of 
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a  self-employed,  service-connected  veteran,  VA  would  refund  the  premium  to  the 
veteran  if  he  or  she  enrolls  in  a  VA  Plan.  To  the  extent  that  VA  appropriations  cover 
the  costs  of  care  for  a  veteran  for  whom  VA  has  received  a  premium,  VA  would  remit 
the  premium  to  the  Treasury. 

All  regional  alliances  will  be  required  to  accept,  without  negotiation,  the  VA  Plans' 
premium  rates  that  VA  establishes.  Payments  from  a  regional  alliance  will  be  80 
percent  of  the  weighted  average  plan  premium  rate  for  all  enrollees  in  the  alliance  and 
will  be  further  risk  adjusted  according  to  rules  to  be  established  by  the  National 
Health  Board  and  the  regional  alliances. 

All  collections  and  reimbursements  will  be  credited  into  a  revolving  fund,  the 
Health  Plan  Fund  that  the  President's  proposal  authorizes  to  manage  these  new 
funding  streams. 

VA  Health  Plans  will  also  be  eligible,  on  the  same  basis  as  other  plans  and 
providers,  to  apply  for  grants  from  programs  conducted  by  the  Department  of  Health 
and  Human  Services  under  S.  1757. 

In  addition,  the  Health  Security  Act  authorizes  a  $3.3  billion  investment  fund  ($1 
biUion  in  FY  95,  $0.6  billion  in  FY  96,  and  $1.7  billion  in  FY  97)  for  VA  Health  Plans. 

As  noted,  the  VA  Health  Plan  Fund  will  act  as  a  revolving  fund  to  credit  premiums, 
premium  discount  payments,  copayments  or  coinsurance,  deductibles,  amounts  received 
as  third-party  reimbursements,  and  amounts  received  as  reimbursements  from  other 
health  plans.  The  principle  source  of  revenue  will  be  from  premiums  paid  to  VA  Health 
Plans  for  enrollees.  VA  will  have  maximum  flexibility  to  determine  rules  for 
management  of  revenues  placed  in  this  revolving  fund,  which  will  be  available  without 
fiscal  year  limitation.  Each  VA  Health  Plan  will  have  distinct  and  separate  accounting 
of  moneys  within  this  revolving  fund. 

Also,  inter- VA  Health  Plan  revenue  transfers  for  services  performed  by  one  VA  plan 
for  enrollees  from  VA  plans  in  other  geographic  areas  will  make  up  a  significant 
revenue  stream  for  many  networks. 

Mr.  Chairman,  VA's  Medical  Care  Cost  Recovery  program  currently  manages  all 
health-care  cost  recovery  efforts  from  third  party  sources  with  the  exception  of  sharing 
agreements.  We  will  build  on  our  successful  experience  with  this  program  as  we 
implement  financial  and  business  operations  to  support  National  Health  Reform. 

Mr.  Chairman,  estimating  the  future  financial  impact  of  the  President's  proposal 
on  VA  is  a  complex  task.  Three  broad  factors  are  relevant:  (1)  the  financing 
mechanisms  included  in  the  act;  (2)  VA's  success  in  organizing  and  marketing  health 
plans;  and  (3)  the  individual  veterans'  perception  of  the  quality  of  VA  services  and 
other  enrollment  choices.  As  you  know,  the  President's  plan  provides  sufficient  funding 
sources  for  veterans  health  care  and  provides  both  economic  and  service  incentives  for 
so-called  "core  veterans" — service-connected  veterans,  low-income  veterans,  ex-POW 
veterans,  and  World  War  I  veterans. 

We  have  already  undertaken  major  efforts  to  identify  and  plan  for  changes  to  the 
current  VA  system  that  are  needed  to  make  VA  a  competitive  health  plan  of  choice  for 
all  veterans.  Of  course,  the  key  element  is  the  individual  veteran's  perception  of  VA 
health  plans.  Our  challenge  is  to  not  only  restructure  a  VA  health  care  system  under 
health-care  reform  that  is  responsive  to  customers'  needs  but  to  market  this  system 
in  such  a  way  that  non-users  and  former-users  are  convinced  that  VA's  health-care 
plan  offers  the  best  value  for  them  and  their  families. 

Both  the  Congressional  Budget  Office  (CBO)  and  the  General  Accounting  Office 
(GAO)  have  developed  scenarios  of  VA's  enrollment  pattern  under  National  Health 
Care  Reform.  The  recent  CBO  report,  which  is  based  on  data  from  previous  GAO 
reports,  suggests  that  as  many  as  25  percent  of  veterans  now  using  VA  as  their  health 
care  provider  would  go  elsewhere,  if  given  a  choice  and  that  no  new  non-users  would 
come  to  VA  for  care.  We  believe  that  estimates  based  on  these  assumptions  are 
inaccurate  since  they  do  not  take  into  account  the  improvements  in  VA  health  care 
that  S.  1757  would  make  possible. 

In  conjunction  with  planning  for  National  Health  Care  Reform,  VA  recently 
completed  a  national  study.  Our  findings  suggest  that  veterans  will  respond  more 
favorably  to  VA  health  plans  than  previously  estimated.  This  study  focused  on 
veterans'  perceptions  of  VA  health-care  and  the  likelihood  of  veterans  enrolling  in  a 
future  VA  health  plan.  Approximately  1500  veterans  from  across  the  country 
participated  in  the  study.  The  study  included  current  patients,  previous  patients  and 
veterans  who  have  never  received  VA  care.  The  study  indicated  that  given  a  choice 
between  VA  and  a  private  health  plan  67  percent  of  current  patients  would  be 
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favorably  disposed  toward  enrolling  in  a  VA  health  plan.  Significantly,  the  survey  also 
indicated  that  47  percent  of  former  patients  and  27  percent  of  veterans  who  have  never 
received  VA  care  would  consider  enrolling  in  a  VA  health  plan.  This  data  offers  insight 
into  VA's  market  potential,  with  regard  to  the  2.3  million  current  users,  2.5  million 
former  users,  and  22  million  non-users. 

Mr.  Chairman,  our  cost  estimate  of  the  overall  impact  of  the  President's  health 
reform  proposal  on  current  VA  operations  is  based  on  our  best  judgment.  The  estimate 
in  the  President's  budget  assumed  that  all  the  uniquely  identified  veterans  (i.e.,  unique 
social  security  numbers)  receiving  VA  care  would  choose  to  enroll  in  a  VA  plan  with 
their  dependents.  This  veteran  population  was  classified  into  a  number  of  subgroups 
based  on  Medicare  eligibility  (survey-based),  whether  inpatient  or  outpatient  care  was 
received,  federal  poverty  levels  defined  by  family  income  and  number  of  dependents, 
and  VA  eligibility  status.  Using  the  premium  assumptions  that  accompany  S.  1757,  we 
estimated  revenues  VA  would  receive  from  health  alliances,  patients,  and  high-income. 
Medicare  eligible  veterans.  In  contrast  to  CBO,  we  assumed  no  declining  VA  demand 
due  to  universal  coverage;  and  that  VA  would  treat  Medicare-eligible  high-income 
veterans.  We  also  assumed  care  provided  to  veterans'  dependents  by  VA  health  plans 
would  be  fully  covered  by  the  premiums.  The  net  result  is  that  for  fiscal  year  1996  the 
President's  budget  reflects  $550  million  in  alliance  revenue  that  is  returned  to 
Treasury,  which  grows  to  $4.6  billion  by  fiscal  year  1998.  This  estimate  represents  the 
amount  of  the  premiums  and  Medicare  payments  that  are  already  funded  by  the 
Medical  Care  appropriation  and  cannot  be  doubly  counted  as  provided  for  by  section 
1834(c)  of  the  Health  Security  Act.  The  President's  proposed  VA  Health-Care 
Investment  Fund  will  assist  VA  to  compete  effectively  under  health  care  reform.  In 
1998  we  will  "look  back"  to  review  the  adequacy  of  the  Fund,  among  other  factors,  and 
determine  whether  or  not  future  investment  beyond  premiums  should  be  provided. 

As  you  know,  in  February,  CBO's  estimate  assumed  that  there  would  be  a  25 
percent  reduction  in  current  VA  inpatient  and  outpatient  care  utilization  under  the 
Health  Security  Act.  This  result  was  achieved  by  assuming  all  high-income  veterans 
would  seek  non-VA  care;  thus,  no  Medicare  revenues  would  be  received.  In  addition, 
CBO  assumed  40  percent  of  nonservice-connected,  veterans  with  income  below  150 
percent  of  the  federal  poverty  level  would  not  seek  VA  health-care.  The  cost  of  care  for 
dependents  was  assumed  to  equal  premiums,  thus  there  would  be  no  net  cost  to  VA 
for  dependent  care.  Additional  funds  would  be  necessary  for  increases  in  non- 
institutional,  long-term  care.  Based  on  these  assumptions  CBO  found  that  total  VA 
health-care  appropriations  under  national  health  care  reform  could  be  offset  by  other 
sources  of  revenue  by  $4.4  billion  in  1998. 

Mr.  Chairman,  the  President's  health  reform  proposal  provides  an  excellent 
opportunity  to  reinvent  the  VA  health  system  to  improve  service  to  the  nation's 
veterans.  Thus,  VA  is  taking  a  comprehensive  look  at  the  way  we  currently  deliver 
services  and  is  developing  a  comprehensive  plan  of  action  that,  we  believe,  will  make 
VA  health  plans  a  competitive  and  preferred  choice  for  millions  of  veterans  and  their 
families. 

I  will  be  pleased  to  answer  any  questions  you  and  other  members  of  the  Committee 
may  have. 
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VA  MED  BENEFITS  s  -1  E    -2  C    -3  M    -4P 

Good  evening/afternoon.      I'm of   Hollander,   Cohen   &   McBride.   We're  doing   a  survey   for  the 

Department  of  Veterans  Affairs.  (May  I  speak  wuh  (LIST  NAME].)  [REPEAT  INTRODUCTION  IF 
NECESSARY).  This  survey  is  about  healthcare,  and  my  listing  indicates  you  have  used  VA  medical  facilities 
for  health  services  or  tests.    Is  that  correct?  IIP  AFFIRMED,  CONTINUE;    OTHERWISE,  TERMINATE.! 

IF  RANDOM  DIAL: 

(Is  there  anyone  in  your  household  who  is  a  veteran  of  the  military?    May  I  speak  with  him/her?)  (REPEAT 

INTRODUCTION  IF  NECESSARY)   This  survey  is  about  the  healthcare  of  veterans. 

All  replies  are  completely  confidential  and  will  be  used  for  research  purposes  only.  THIS  SURVEY  HAS  BEEN 
APPROVED  BY  O.M.B.  UNDER  O.M.B.  APPROVAL  #2900-0458  AND  WILL  TAKE  APPROXIMATELY 
10  MINUTES  TO  COMPLETE. 

START  LISTED  RESPONDENTS  AT  Q.  3 

TIME  BEGUN 

1.  Which  of  these  benefits  available  from  the  VA  have  you  used? 

a.  Medical  care  benefits?  ic 

b.  Education  benefits?  n 

c.  Home  Loan  benefit?  u 

d.  Rehabilitation  or  compensation  benefits?  u 

2.  IIP  NO  TO  MEDICAL  BENEFITS) 

Have  you  ever  received  any  medical  services,  either  treatment  or  testing,  from  a  VA  hospital  or 
medical  center? 

20 

-1    YES  -2   NO— XSKIPTO.  Q.  81 

3.  Has  the  medical  care  you've  received  from  the  VA  been  as  an  inpatient,  that  is,  admitted  to  the 
hospital  for  an  overnight  stay,  or  only  as  an  outpatient,  i.e.  come  to  a  clinic  for  tests  or  care,  or  both? 

30 

-1  INPATIENT  -2   OUTPATIENT  -3    BOTH 

4.  How  long  ago  did  you  last  use  any  VA  healthcare  services? 

40 

-01    WITHIN  THE  PAST  YEAR  (CURRENT) YEARS  AGO  (SKIP  TO  Q.  7) 

5.  About  how  long  does  it  usually  take  you  to  get  to  their  facility? I  )M1N    (  )HRS 

50  [  )  HOME  CARE  ONLY 

6.  In  the  past  year,  how  frequently  have  you  used  the  VA  for  health  services  or  testing? 

TIMES 

80 

7.  For  about  how  long  (have  you  been  using  /  did  you  use)  the  VA  for  health  services' 

70 

8.  Overall,  using  a  scale  of  one  through  five,  with  one  meaning  very  poor,  and  five  meaning  excellent, 

how  would  you  rate  VA  healthcare  services?  (either  from  your  own  experience  or  your  impressions.) 

eo 

VERY  POOR    -1  -2  -3  -4  -5    EXCELLENT 


YES 

NO 

-1 

-2 

-1 

-2 

-1 

-2 

-1 

-2 
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Now  I'd  like  you  to  use  the  same  rating  system  to  rate  some  specific  aspects  of  VA  healtficare 
services.  These  ratings  can  be  based  on  either  your  satisfaction  through  actual  experience  or  just 
your  impressions.  First  the  (CHECKED  ITEM),  using  the  scale  of  one  through  five,  with  one  meaning 
very  poor,  up  through  five  meaning  excellent,  how  would  you  rate  (REPEAT  1st  ITEM)? 
ROTATE 

a.  overall  quality  of  nursing  staff 

b.  overall  quality  of  physicians 

c.  length  of  waiting  time  to  be  seen 
when  you  have  a  scheduled  appt. 

d.  appearance  &  cleanliness  of  medical  facilities  » 

6.    handling  of  your  records 

f.  filling  prescriptions 

g.  courtesy  &  respect  shown  by  staff 
h.    convenience  of  the  medical  facilities  locationss? 

i.   safety  of  locations 

j.    how  comfortable  the  facilities  are 


VERY  POOR 

EXCELLENT      Dh 

90                   -1 

-2 

-3 

-4 

■5                 (  [ 

91                  -1 

-2 

-3 

-4 

■5                 (  j 

92                 -1 

-2 

-3 

-4 

-5                (  1 

9J                 -1 

-2 

-3 

-4 

-5                (1 

94                   -1 

-2 

-3 

-4 

■5                (  1 

95                 -1 

-2 

-3 

-4 

-5                (1 

98                 -1 

-2 

-3 

-4 

-5                [  1 

597                 -1 

-2 

-3 

-4 

-5                (  1 

9S                   -1 

-2 

-3 

-4 

-5                (  1 

99                   -1 

-2 

-3 

-4 

-5               I  1 

10.  The  government  is  considering  changes  that  would  affect  healthcare  options.  If  there  were  no 
change  in  the  cost  to  you,  and  you  were  offered  a  choice  between  either  healthcare  coverage 
sponsored  by  the  VA  which  would  include  a  network  of  community  providers,  qt  one  from  some 
other  private  health  plan,  for  example.  Blue  Cross,  Kaiser-Permanente.  or  some  other  HMO,  which 
one  would  you  be  most  likely  to  choose--the  VA  or  some  other  private  health  plan? 


-1    VA 


-2    OTHER 


-3    DK/UNDECIDED 


11. 


Why  is  that? 


1 2.       Does  the  VA's  commitment  to  the  specialized  health  needs  of  veterans  have  a  positive,  negative,  or 
no  influence  in  your  consideration  of  them  as  your  health  care  provider? 


-1    POSITIVE 


-2    NEGATIVE 


-3    NONE/NEUTRAL 


1 3.       What  if  the  VA  also  offered  the  option  of  a  family  coverage  plan,  in  which  veterans  could  be  treated 
in  either  VA  or  community  facilities,  and  dependents  would  be  treated  by  community  providers. 
Would  this  option  have  a  positive,  negative,  or  no  influence  upon  your  decision  about  whether  to 
choose  the  VA  or  not? 
no 

-1    POSITIVE  -2    NEGATIVE  -3    NO  INFLUENCE 

••IF  CHOOSE    -1  VA  IN  QUES.  10  ABOVE,  SKIP  TO  INTRO  TO  DEMOS 
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1 4.        What  if  it  cost  you  more  to  choose  another  health  care  plan  than  it  would  cost  to  use  the  VA  system, 
would  you  still  choose  that  provider? 

•1     YES/OTHER  -2    NOA/A  [SKIP  TO  INTRO  TO  DEMOSl  -3    DK 

1  5.        In  percentage  terms,  how  much  more  would  you  be  willing  to  pay  for  some  other  plan  over  the  VA's-- 
would  you  say.... 

,50  -1    up  to  10%  more,  -4  up  to  50%  more, 

-2    up  to  25%  more.  -5  up  to  75%  more, 

-3    up  to  33%  more,  -6  up  to  100%  more,  that  is,  twice  as  much,  or 

-7  even  more  than  that? 


Now,  I  have  a  few  questions  for  statistical  purposes  only. 

16.        In  which  state  do  you  live?  


17.  Do  you  consider  your  neighborhood  to  be  city,  suburban,  or  more  country  rural? 
170         -1    CITY  -2    SUBURBAN  -3    RURAL 

18.  Including  yourself,  how  many  live  in  the  household?    [IF  "1",  SKIP  TO  Q.  201 

180 

19.  How  many,  if  any,  are  under  the  age  of  18?   

190 

20.  In  what  year  were  you  born? 

300 

21.  Do  you  currently  have  any  (other)  healthcare  coverage  of  any  type,  including  Medicare  (in 

addition  to  your  VA  benefits)? 

210 

-1    YES  -2    NO  (SKIP  TO    Q.  23  ] 

22.  ic-  this  through:  (CIRCLE  ALL  THAT  APPLY] 

230 

-1  a  Blue  Cross/Blue  Shield  plan, 

-2  another  private  insurance  plan,  (INCL.  HMO,  SELF-INSD  CO.  ETC) 

-3  a  Medicaid  plan,  or 

-4  Medicare? 

23.  What  is  the  last  grade  of  school  you  completed? 

230 

-1    LESS  THAN  HIGH  SCHOOL 

-2    HIGH  SCHOOL  GRADUATE 

-3    SOME  (1-3  YRS)  COLLEGE  OR  TECHNICAL  SCHOOL 

-4   4  YR.  COLLEGE  GRADUATE 

-5    POSTGRADUATE  WORK/STUDIES 
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24.  Are  you  currently.... 

2«0 

-1    employed  full  time, 

-2   employed  part  time, 

-3   retired  due  to  age  or  disability, 

-4   a  full-time  student,  or 

-5   not  employed  at  tfie  present  time? 

25.  Is  your  housefiold'stotal  income  from  all  sources  over  or  under  $40,000? 

(  I    OVER  [  1    UNDER  (  1  REFUSED 

Is  it  between:  Is  it  between: 

-3   40  to  60.000  -2    20  to  40,000,  or 

-4   60  to  80,  -1    under  $20,000? 

-5    80  to  100,  or 

-6   over  that? 

26.  RESPONDENT  IS:       -1    IV1ALE  -2   FEMALE 

380 

Tfiank  you  very  much  for  your  time,  information,  and  opinions.    Good  night. 

TIME  ENDED 


INTV.  LENGTH_ 
PHONE  NO:  NAME  IF  LISTED  


27.        CODE  FACILITY  NO.  IF  AVAILABLE 


28.        SAMPLE  IS  FROM:     -1    CURRENT    INPATIENT  LIST        -2    FORMER  INPATIENT  LIST 

2M  -3    CURRENT  OUTPATIENT  LIST     -4   FORMER  OUTPATIENT  LIST 

-5    RANDOM  DIGIT  DIALING  LIST 

INTVR. 

DATE 


VERIFIED  BY 
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QUESTIONS  FROM  SENATORS  MURKOWSKI,  THURMOND,  AND  JEFFORDS 
TO  THE  DEPARTMENT  OF  VETERANS  AFFAIRS  AND  THE  RESPONSES 

Question  1.  Under  what  conditions  will  premiums  collected  from  veterans  be 
returned  to  the  Treasury?  (Senator  Thurmond) 

Answer.  VA  will  receive  a  premium  from  a  regional  alliance  for  each  veteran  and 
dependent  covered  by  that  alliance  who  chooses  to  enroll  in  a  VA  plan.  To  the  extent 
that  VA  appropriations  cover  the  costs  of  care  for  a  veteran  for  whom  VA  has  received 
a  premium,  VA  would  remit  the  premium  payment  to  the  Treasury. 

Question  2.  It  is  my  understanding  that  premiums  for  self-employed,  service- 
connected  veterans  will  be  returned  to  the  veteran.  Will  premiums  paid  by  an 
employer,  for  service-connected  veterans  be  returned  to  the  employer?  (Senator 
Thurmond) 

Answer.  No.  The  reason  that  the  self-employed  service-connected  veterans' 
premiums  are  to  be  returned  to  the  veteran  if  he  or  she  enrolls  in  a  VA  Health  Plan 
is  to  ensure  that  all  service-connected  veterans  have  an  option  by  which  care  is 
available  to  them  with  no  out-of-pocket  costs.  The  80%  of  premium  costs  that 
employers  pay  for  all  their  employees  will  not  be  returned.  VA  will,  of  course,  be 
providing  a  full  range  of  care  and  services  for  both  service-connected  and  non  service- 
connected  disabilities.  In  many  cases,  this  will  be  a  much  broader  range  than  that 
which  they  are  eligible  for  under  current  law.  Also,  by  not  providing  the  return  of  the 
premium,  the  bill  avoids  creating  an  incentive  for  employers  to  inquire  about  their 
veteran-employee  disability  status,  which  some  employees  wish  not  to  disclose. 

Question  3.  Will  appropriated  funds  be  transferred  to  the  VA  health  plan  fund? 
What  fund  control  procedures  would  you  anticipate  to  keep  revolving  funds  separate 
from  appropriated  funds?  (Senator  Thurmond) 

Answer.  No,  appropriated  funds  will  not  be  included  in  the  health  plan  fund.  The 
VA  health  plan  fund  will  record  and  credit  all  revenues  received  by  VA  by  reason  ol 
a  VA  health  plan  furnishing  care  on  the  enrollment  of  an  individual  with  a  VA  health 
plan.  This  account  would  be  segregated  by  payer  source  of  revenue,  as  well  as  by 
organizational  entity  source  of  revenue  and  will  allow  identification  of  locations, 
sources,  and  types  of  revenue  to  accommodate  breakdown  by  organizational  or  payer 
source.  Maintaining  discrete  revenue  stream  information  may  also  be  necessary  to 
satisfactorily  meet  external  audit  requirements. 

Question  4.  As  VA  attempts  to  market  its  health  plan,  there  may  be  a  strategy  or 
consequence  of  large  enrollments  of  non-service  and/or  high  income  veterans.  What  will 
VA  do  to  ensure  that  facilities  and  treatment  are  available  for  "core  veterans" — service- 
connected,  low-income,  ex-POW,  and  World  War  I  veterans;  i.e.,  how  will  VA  prevent 
"core  veterans"  from  being  squeezed  out  of  the  VA  system?  (Senator  Thurmond) 

Answer.  VA  views  services  for  "core"  veterans  as  a  high  Department  priority,  and 
facilities  and  treatment  will  continue  to  be  available  to  them.  VA  prides  itself  on 
providing  health  care  dedicated  to  the  needs  of  these  veterans,  and  specialized  services 
such  as  prosthetics,  rehabilitation,  geriatrics,  and  psychiatric  and  substance  abuse 
programs  were  created  in  response  to  these  critical  demands.  VA  knows  and  respects 
its  traditional  client  base  and  is  committed  to  serving  it.  Funding  for  the  core  group 
will  come  from  both  the  appropriation  process  and  the  health  reform  premiums. 

For  VA  to  remain  a  viable  independent  system,  it  also  must  begin  to  look  beyond 
its  existing  patient  base  and  reach  out  to  new  users  who  could  help  strengthen  the  VA 
health  care  system.  Under  the  proposed  Health  Security  Act,  VA  will,  for  the  first  time, 
be  able  to  offer  services  to  all  veterans  as  well  as  their  dependents.  High  income  and 
non-service  connected  veterans  who  elect  to  enroll  in  a  VA  health  plan  will  bring  their 
own  insurance  premiums  and  other  private  funds  to  pay  for  their  health  care  services. 
In  return,  VA  will  provide  these  veterans,  through  either  direct  care  or  contracted  care, 
the  comprehensive  benefits  package  specified  in  the  Health  Security  Act.  Through  the 
expanded  flexibility  allowed  in  the  Health  Security  Act,  care  can  be  provided  in  many 
settings  not  traditional  to  VA  ,  e.g.,  in  local  practitioners  offices  through  agreements 
with  individuals.  Independent  Provider  Organizations  (IPO),  etc.  Since  these  veterans 
and  their,  dependents  would  bring  financial  resources  with  them  to  VA,  they  will  not 
be  crowding  out  any  "core"  veterans.  Indeed,  they  will  likely  enable  VA  to  enhance  its 
services  to  "core"  veterans  in  many  cases.  Moreover,  as  you  know  "core"  veterans  will 
continue  to  have  their  benefits  covered,  in  part,  by  the  Department's  Medical  Care 
appropriation  and  thus  the  provision  of  services,  both  direct  as  well  as  contracted,  will 
be  tied  to  the  level  of  funding  in  the  appropriation. 
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Question  5.  Has  VA  undertaken  any  efforts  to  research  some  of  the  marketing 
methods  or  routes  VA  may  want  to  exercise  in  order  to  survive  in  a  competitive  health 
care  arena?  If  so,  what  has  the  research  shown?  (Senator  Jeffords) 

Answer.  VA  has  identified  a  number  of  strategies  and  actions  that  can  be  employed 
to  recruit  and  retain  veterans  in  a  VA  health  plan.  Specifically,  the  following 
marketing  approaches  are  being  considered: 

•  Conduct  marketing  research  that  focuses  on  preferences  among  segments  of  the 
veteran  population; 

•  Adopt  a  market  based  approach  that  allows  VA  health  plans  to  tailor  pricing, 
product  design,  and  delivery  systems  to  the  demands  of  the  local  market; 

•  Develop  an  integrated  direct  marketing  program  that  includes  telemarketing, 
mailings,  and  other  initiatives  to  penetrate  target  markets; 

•  Develop  and  implement  a  nationally  accessible  market  information  system  that 
includes  a  marketing  and  sales  data  base  with  profile  information  on  competi- 
tors products,  and  on  all  current  and  potential  enrollees;  and, 

•  Apply  segmentation  and  niche  marketing  strategies  to  increase  enrollments,  and 
penetrate  fiscally  important  segments,  e.g.,  capture  existing  military  personnel 
at  the  time  of  discharge. 

With  respect  to  what  the  research  has  shown,  in  February  1994,  VA  initiated  a 
market  research  study  to  identify  veteran's  perceptions  of  VA  health  care  and  the 
likelihood  of  their  enrolling  in  a  future  VA  health  plan.  The  Health  Care  Reform 
Customer  Satisfaction  Survey  involved  1500  veterans  from  across  the  country  in  10 
minute  structured  interviews.  Three  different  categories  of  veterans  were  sur- 
veyed— current  users,  previous  users  and  non-users.  A  significant  finding  indicated 
that  66%  of  current  users  would  be  favorably  disposed  towards  enroUing  in  a  VA 
health  plan  which  included  a  network  of  community  providers,  if  given  a  choice 
between  VA  and  a  private  health  plan.  The  survey  also  indicated  that  47%  of  former 
users  surveyed  and  27%  of  non-users  surveyed  would  consider  enrolling  in  a  VA  health 
plan.  What  we  have  learned  from  this  survey  is  that  veterans  who  are  most  familiar 
with  VA  health  services  are  more  favorably  disposed  towards  joining  a  VA  health  plan 
and  that  there  is  a  significant  element  of  the  veteran  population  who  would  consider 
enrolling  themselves  and  their  families  in  a  VA  health  plan. 

Question  6.  Has  VA  researched  how  best  to  use  the  $3.3  billion  investment  fund 
which  has  been  set  aside  for  the  purpose  of  helping  VA  to  adjust  to  national  health 
care  reform?  How  would  VA  determine  where  this  money  is  to  be  used?  (Senator 
Jeffords) 

Answer.  The  Investment  Fund  provides  for  $3.3  billion  for  the  3-year  period  FY 
1995-FY  1997.  There  would  be  authorized  $1.0  billion  dollars  for  FY  1995,  $0.6  billion 
for  FY  1996,  and  $1.7  in  FY  1997.  The  Investment  Fund  will  help  ensure  that  VA  can 
compete  effectively  under  health  care  reform.  The  fund  may  be  used  to  fulfill  the 
requirements  of  establishing  VA  health  plans  for  which  VHA  already  has  legal 
authority  to  expend  appropriated  funds.  Priorities  for  utilization  are  providing  patient 
amenities,  improving  infrastructure,  updating  systems/equipment,  and  developing 
primary  care  treatment  services. 

Specifically,  in  1995  we  have  already  begun  planning  to  fund  eight  ambulatory  care 
projects  to  provide  ambulatory  care  capacity  from  the  Investment  Fund.  The  projects 
will  be  located  in  Bay  Pines,  Florida;  Boston,  Massachusetts;  Brevard  County,  Florida; 
Columbia,  Missouri;  Gainesville,  Florida;  Hampton,  Virginia;  San  Juan,  Puerto  Rico; 
and  West  Haven,  Connecticut.  These  projects  represent  initial  use  of  the  Investment 
Fund  resources.  Additionally,  VHA's  field  organization  is  participating  in  the 
development  of  an  initial  inventory  of  needs  for  health  care  reform  which  will  require 
further  analysis  and  integration  with  system  needs.  Part  of  this  further  analysis  will 
also  involve  the  development  of  a  Business  Plan  by  facilities  to  demonstrate  where  the 
facility  is  headed  in  the  future  and  how  the  proposed  initiatives  in  this  plan  will  assist 
in  meeting  this  goal. 

Question  7.  Dr.  Headley  mentions  in  his  testimony  that  VA  will  retain  funds  from 
the  premiums  VA  collects  from  the  sale  of  supplemental  benefits.  Would  supplemental 
packages  only  be  offered  to  veterans  in  the  plan  or  has  VA  thought  of  offering 
supplemental  packages  to  other  health  plans?  Has  VA  considered  offering  supplemen- 
tal benefits  to  non-veterans  who  may  want  to  go  to  VA  for  spinal  cord,  substance  abuse 
or  other  specialized  health  care?  (Senator  Jeffords) 
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Answer.  Any  supplemental  benefit  package  offered  by  VA  will  include  services  not 
provided  in  the  comprehensive  benefits  package.  VA  will  offer  supplemental  benefits 
on  a  no-cost  basis  to  veterans  to  whom  title  38  states  VA  "shall"  provide  the  benefits 
in  question  and  may  offer  supplemental  benefits  to  others  for  a  premium.  Veterans 
who  do  not  choose  the  VA  Health  Plan  for  their  comprehensive  benefits  may  obtain 
supplemental  benefits  from  VA,  as  well  as  those  who  enroll  in  the  VA  Plan.  VA  may 
also  choose  to  serve  as  providers  to  other  Health  Plans  for  such  services  as  spinal  cord, 
substance  abuse  or  other  specialized  health  care.  These  kinds  of  determinations  will 
be  made  based  on  the  community,  market,  needs  of  enrollees  and  ability  to  deliver  the 
services  in  a  cost-effective  manner.  We  do  not  plan  to  offer  a  supplemental-benefit 
package  to  persons  other  than  veterans  and  their  families. 

Question  8.  VA  has  always  treated  service-connected  disabled  and  low  income 
veterans  on  a  priority  basis.  Will  these  priorities  change  if  VA  is  competing  for 
business  and  marketing  to  nonservice-connected  veterans  and  their  spouses  and 
dependents?  (Senator  Jeffords) 

Answer.  VA  views  services  for  these  "core"  veterans  as  a  high  Department  priority 
and  facilities  and  treatment  will  continue  to  be  available  to  them.  VA  prides  itself  on 
providing  health  care  dedicated  to  the  needs  of  these  veterans,  and  specialized  services 
such  as  prosthetics,  rehabilitation,  geriatrics,  and  psychiatric  and  substance  abuse 
programs  were  created  in  response  to  these  critical  demands.  VA  knows  and  respects 
its  traditional  client  base  and  is  committed  to  serving  it. 

For  VA  to  remain  a  viable  independent  system,  it  also  must  begin  to  look  beyond 
its  existing  patient  base  and  reach  out  to  new  users  who  could  help  strengthen  the  VA 
health  care  system.  Under  the  proposed  Health  Security  Act,  VA  will,  for  the  first  time, 
be  able  to  offer  services  to  all  veterans  as  well  as  their  dependents.  High  income  and 
non-service  connected  veterans  who  elect  to  enroll  in  a  VA  health  plan  will  bring  their 
own  insurance  premiums  and  other  private  funds  to  pay  for  their  health  care  services. 
In  return,  VA  will  provide  these  veterans,  through  either  direct  care  or  contracted  care, 
the  comprehensive  benefits  package  specified  in  the  Health  Security  Act.  Through  the 
expanded  flexibility  allowed  in  the  Health  Security  Act,  care  can  be  provided  in  many 
settings  not  traditional  to  VA  ,  e.g.,  in  local  practitioners  offices  through  agreements 
with  individuals,  IPO's  ,  etc.  Since  these  veterans  and  their  dependents  would  bring 
financial  resources  with  them  to  VA,  they  will  not  be  crowding  out  any  "core"  veterans. 
Indeed,  they  will  likely  enable  VA  to  enhance  its  services  to  "core"  veterans  in  many 
cases.  Moreover,  as  you  know  "core"  veterans  will  continue  to  have  their  benefits 
covered,  in  part,  by  the  Department's  Medical  Care  appropriation  and  thus  the 
provision  of  services,  both  direct  as  well  as  contracted,  will  be  tied  to  the  level  of 
funding  in  the  appropriation. 

Question  9.  Dr.  Headley  mentioned  in  his  testimony  that  VA  has  undertaken  major 
efforts  to  identify  and  plan  for  changes  to  the  current  VA  system  that  are  needed  to 
make  VA  a  competitive  health  care  plan  of  choice  for  all  veterans.  Please  describe  what 
those  efforts  and  initiatives  are.  (Senator  Jeffords) 

Answer.  For  VA  to  remain  a  viable  independent  system,  it  is  necessary  for  VA  to 
function  in  concert  with  major  trends  in  health  care.  In  keeping  with  this  need,  VA  has 
recently  completed  the  plan  developed  by  the  work  groups  assembled  to  address  VA's 
transformation  under  health  care  reform.  A  copy  of  the  book,  Department  of  Veterans 
Affairs,  Meeting  the  Challenge  of  Health  Care  Reform,  is  enclosed.  In  order  to  adhere 
to  the  conceptual  framework  developed  by  VA  health  care  reform  working  groups, 
which  include  establishment  of  flexible,  responsive  management;  excellence  in  service 
and  performance;  reshaping  of  our  health  care  product;  integration  of  health  care 
delivery  based  on  managed  care  principles;  forging  of  partnerships  with  patients  and 
constituents;  and  maintaining  our  critical  research,  education  and  DOD  contingency 
missions,  VA  has  undertaken  a  wide  array  of  initiatives  including:  implementation  of 
a  managed  care  model  of  health  care  delivery;  administrative  reorganization  to  ensure 
competitive  ability;  elimination  of  the  depot  system  and  establishment  of  a  "prime 
vendor"  structure;  aggressive  training  in  business-plan  and  marketing  orientation;  and 
increased  use  of  contract  services  to  improve  delivery  and  access  to  veteran  services 
while  accomplishing  the  National  Performance  Review  staffing  reduction  goals. 

Question  10.  How  will  the  reduction  in  FTEE  mandated  in  the  Federal  Government 
affect  the  way  VA  is  able  to  participate  in  health  care  reform?  (Senator  Jeffords) 

Answer.  Along  with  other  departments,  VA  is  prepared  to  carry  out  the  Administra- 
tion's plan  for  implementing  the  Federal  Workforce  Restructuring  Act  of  1994.  With 
the  advent  of  national  health  care  reform,  VA  will  be  placed  in  a  new  competitive 
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environment  that  will  require  us  to  have  maximum  flexibility  to  deliver  comprehensive, 
cost-effective  service.  In  that  environment,  VA  staffing  will  be  market-driven.  The 
Secretary  has  personally  spoken  with  the  President  who  assured  him  that  the  nation's 
commitment  to  its  veterans  will  be  upheld  and  that  he  will  not  allow  the  VA  system 
to  be  weakened. 

In  an  effort  to  meet  the  FTE-reduction  goals  identified  in  the  President's  budget  for 
FY  1995,  we  have  already  identified  ways  to  streamline  VA  operations.  For  example, 
we  are  eliminating  the  supply  depots  because  they  are  no  longer  cost  effective,  and  we 
are  evaluating  the  consolidation  of  personnel,  procurement,  and  other  administrative 
offices  in  areas  where  we  have  two  more  medical  centers  in  close  proximity.  The 
efficiencies  we  achieve  in  this  regard  will  help  us  to  be  more  competitive  under  health- 
care reform.  In  1995,  we  plan  to  implement  measures  to  improve  the  efficiency  and 
effectiveness  of  our  health  care  system;  expand  collaboration  with  community  health 
care  services;  and  consolidate,  merge,  and  realign  hospital  functions.  Our  goal  is  to 
achieve  greater  efficiency  without  ever  sacrificing  quality  of  care. 

Question  11.  What  will  be  VA's  capacity  to  treat  veterans  and  dependents  under 
health  care  reform?  (Senator  Jeffords) 

Answer.  Under  health  care  reform,  VA's  capacity  will  be  driven  by  the  number  of 
veterans  and  dependents  who  enroll  in  VA  health  plans  and  will  not  be  limited  to  in- 
house  services.  The  President's  health  care  plan  allows  the  flexibility  to  provide 
services  using  VA  staff,  contract  staff,  or  a  contractual  arrangement  with  another 
health  care  provider.  In  a  competitive  environment,  VA  will  make  decisions  based  on 
the  most  economically  advantageous  option  for  providing  quality  services.  VA 
managers  will  make  decisions  regarding  the  use  of  funding  streams  and  distribution 
of  resources  based  on  actual  enrollments  and  other  local  market  considerations. 
Though  historically  VA  has  been  financed  through  congressional  appropriations,  under 
health  care  reform  VA  could  receive  funds  from  up  to  thirty  different  revenue  sources, 
including  federal  funding;  state  and  local  government  payments,  private  payments, 
alliance  reimbursements  and  intra-VA  payments.  With  access  to  new  sources  of 
revenue  in  addition  to  appropriations,  there  is  no  inherent  limit  to  VA's  capacity  to 
enroll  veterans  and  dependents  in  VA  health  plans  and  provide  care  either  directly  or 
through  contractual  arrangements. 

Question  12.  How  will  VA  set  its  premium  rate?  Will  VA  know  how  many  will  enroll 
and  what  the  actual  cost  of  care  will  be  prior  to  setting  the  rates?  (Senator  Jeffords) 

Answer.  We  are  working  to  reduce  the  uncertainties  that  projecting  enrollment 
under  health  care  reform  poses  for  us.  Also,  the  cost  data  we  have  available  to*  us 
reflects  the  experience  of  current  and  historical  veteran  users  under  current  eligibility 
rules.  We  do  not  have  precise  data  as  to  what  our  costs  will  be  for  future  veteran  users 
or  their  families  under  health-care  reform.  However,  we  are  working  toward  pinning 
down  as  many  of  the  variables  as  possible.  We  plan  to  use  professional  actuaries  for 
assistance  in  the  development  of  premium  rates  based  on  costs  and  estimated 
enrollments.  With  respect  to  development  of  the  cost  of  care,  VHA  is  currently  working 
on  the  development  of  a  patient-specific  costing  system,  called  the  DMMS/DSS 
(Decentralized  Medical  Management  System/Decision  Support  System)  to  provide  the 
improved  accounting  information  needed  to  complement  workload  information  for 
billing,  quality  management  and  administration  of  health  care  resources  purposes. 
DMMS/DSS  has  been  in  place  at  three  VA  medical  centers  for  development,  and  VA 
has  recently  selected  ten  sites  to  install  this  computer  system,  to  test  and  evaluate  the 
operation  of  the  system  and  the  accuracy  of  its  output.  DMMS/DSS  will  be  imple- 
mented VA-wide  upon  completion  of  validation  testing. 

Question  13.  VA  obviously  has  done  an  outstanding  job  with  its  third  party 
collection  efforts,  what  will  be  the  role  of  Medical  Care  Cost  Recovery  (MCCR)  under 
health  care  reform?  (Senator  Jeffords) 

Answer.  MCCR  has  two  major  roles  to  play  in  health  care  reform.  The  first  is  to 
assist  the  Department  in  its  transition  to  health  care  reform  by  facilitating  and 
implementing  system-wide  changes  which  are  critical  to  VA  competitiveness  and  the 
second  is  to  serve  as  the  business  office  function  for  a  competitive  VA  health  care 
system. 

In  the  course  of  fulfilling  its  primary  mandate,  i.e.,  to  recover  the  costs  of  providing 
health  care  services  to  certain  groups  of  veterans  from  third  party  payers,  MCCR  has 
faced  many  of  the  same  challenges  VHA  will  encounter  during  its  transition  to  a 
competitive  health  plan.  In  order  to  recover  the  cost  of  care,  MCCR  requires  workload 
information,  well  documented,  detailed  information  regarding  the  specifics  of  the  care 
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provided,  accurate  cost  data  associated  with  this  workload,  a  sound  methodology  to 
develop  an  adequate  rate  structure  in  order  to  recover  the  costs  of  care,  and  detailed 
information  about  the  insurance  coverage  of  VA  users. 

MCCR  has  worked  with  clinicians  and  health  care  administrators  to  design  and 
develop  innovative  software  and  technologies  that  will  serve  clinicians,  management 
and  recovery  needs.  It  provides  for  point  of  care  data  capture  by  care  givers,  facilitates 
the  exchange  and  utilization  of  data  for  clinical  and  management  needs,  and  provides 
the  much  needed  up  front  data  capture  requirements  for  management  and  resource 
systems  such  as  the  Decision  Support  System  (DSS)  and  the  resource  allocation 
models. 

In  performing  the  business  office  function,  MCCR  experience  can  be  used  to  help 
develop  the  financial  management  systems  needed  to  manage  the  anticipated 
approximate  thirty  additional  revenue  streams  under  health  care  reform.  These 
revenues,  other  than  appropriations,  fall  into  the  general  categories  of  payment  for  the 
costs  of  patient  care  from  federal,  state  and  other  governments,  private  insurers,  intra- 
VA,  veterans  and  alliances.  This  function  can  be  developed  using  MCCR's  demon- 
strated expertise. 

MCCR  plans  to  continue  the  development  of  software,  introduce  new  technology  and 
provide  training  to  business  personnel  at  VA  plan  and  provider  levels  to  further 
advance  the  timely  and  efficient  access  to  revenues. 

Question  14.  How  will  VA  determine  the  rates  for  its  supplemental  packages?  Will 
the  supplemental  packages  be  provided  free  to  all  veterans  or  will  VA  sell  them  to 
some  or  all  veterans?  What  is  the  authority  for  this  decision?  What  will  be  the  cost  of 
these  packages  to  VA  and  to  veterans?  (Senator  Murkowski) 

Answer.  As  discussed  previously,  rates  will  be  based  on  costing  systems  that  are 
under  development  in  VA  and  by  using  industry  experts,  actuaries.  In  some  cases, 
current  law  provides  that  VA  "shall"  furnish  certain  care,  such  as  outpatient  and 
hospital  care  for  service-connected  disabilities.  In  other  cases,  current  law  states  that 
VA  "may"  furnish  treatment,  such  as  nursing  home  care.  Under  the  President's  plan 
for  health  care  reform,  VA  would  continue  to  furnish  services  outside  of  the 
comprehensive  benefits  package  under  these  rules.  The  Health  Security  Act  allows 
veterans  who  either  have  no  eligibility  for  services  or  are  eligible  on  a  "may"  basis  to 
obtain  these  services  by  paying  an  additional  premium.  The  Secretary  will  set  policy 
and  VA  Central  Office  officials  will  have  responsibility  for  establishing  policy  and 
guidelines  for  the  sale  of  supplemental  benefits  and  pricing  methodologies.  The  specific 
costs  and  premium  rates  for  these  packages  cannot  be  detailed  until  the  proposals  for 
the  supplemental  packages  are  developed. 

Question  15.  If  VA  sells  supplemental  packages,  how  will  VA  avoid  giving 
preference  for  care  to  veterans  who  buy  the  supplemental  package  at  the  expense  of 
priority  for  care  to  poor  and  to  service-connected  veterans,  as  described  by  GAO? 
(Senator  Murkowski) 

Answer.  As  stated  in  the  response  to  question  4  we  consider  the  service-connected 
disabled  and  indigent  veterans  as  our  "core"  patients  and  are  committed  to  ensuring 
that  their  health  care  needs  are  met. 

Question  16.  Mr.  Catlett  testified  that  VA  will  remit  premiums  to  the  Treasury  to 
the  extent  that  the  appropriations  cover  the  cost  of  care  for  veterans  for  which  VA  has 
received  premiums.  VA  estimates  that  this  will  be  $550  million  in  FY  1996  and  $4.6 
billion  in  FY  1998.  Please  describe  the  accounting  system  you  will  use  to  determine  the 
cost  of  providing  this  care  and  how  you  derived  these  estimates.  How  will  VA 
determine  the  extent  to  which  care  is  funded  by  appropriations  and  the  extent  to  which 
care  is  funded  by  premiums?  What  will  be  the  impact  if  there  are  no  employer 
mandates?  What  would  be  the  impact  if  there  is  a  reduced  employer  mandate  (i.e., 
50%)?  (Senator  Murkowski) 

Answer.  VHA  has  undertaken  a  comprehensive  program  to  cost  all  services  and 
supplies  provided  to  patients  by  its  medical  facilities.  Operating  under  the  title  of 
Decision  Support  System  (DSS)  this  cost  accounting  software,  a  product  of  Transition 
Systems  Incorporated,  is  designed  to  track  budget,  cost  and  clinical  information.  The 
DSS  system  also  provides  a  framework  for  producing  meaningful  reports  on  utilization, 
pricing  and  productivity  to  aid  facility  administrators  as  the  Department  enters  into 
the  highly  competitive  arena  of  the  health  care  marketplace.  The  system  also  contains 
an  extremely  powerful  modeling  tool  for  administrators  to  project  the  impact  of 
changes  in  staffing,  workload  and  income,  and  to  anticipate  necessary  changes  in 
operating  procedures. 
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DSS  will  be  fully  integrated  with  other  VA  systems.  It  will  draw  data  from  the 
Department's  supply,  accounting  and  payroll  systems. 

At  present  the  DSS  system  is  fully  installed  and  operational  in  two  sites  (Brockton- 
West  Roxbury  and  White  River  Junction).  Ten  additional  sites  are  in  the  process  of 
bringing  the  system  on  line.  In  the  fall  of  1994,  20  more  sites  will  begin  installation. 
Approximately  six  months  after  that  and  about  every  six  months  thereafter,  30 
additional  hospitals  will  initiate  installation  procedures  until  all  hospitals  in  the 
system  have  brought  DSS  fully  on  line. 

The  preliminary  estimated  funds  remitted  to  the  Treasury  are  $550  million  for  FY 
1996  and  the  $4.6  billion  for  FY  1998  This  estimate  was  developed  using  the  following 
assumptions: 

That  all  current  VA  users  (2.9  million)  would  continue  to  receive  care  from  VA  by 
enrolling  with  the  VA  Health  Plan. 

That  premiums  would  be  as  follows: 


Single  person 

1,932 

Two  Member  Family 

2,656 

Family 

3,098 

That  National  Health  Care  Reform  would  be  phased  in  over  a  three  year  period  on 
the  following  basis  FY  1996  15%,  1997  407c,  1998  100%. 

The  estimated  premiums  from  alliances  along  with  payments  from  Medicare  for 
which  the  appropriation  funding  already  covers  the  cost  of  care  are  remitted  to 
Treasury. 

Under  the  President's  proposal,  all  employers  would  be  required  to  help  pay  the 
insurance  premiums  for  their  employees.  In  the  event  that  an  employer  mandate  is 
eliminated  or  diminished  and  nothing  takes  its  place  as  a  means  of  ensuring  universal 
coverage,  it  has  been  estimated  that  24  million  Americans  would  still  be  uninsured. 
A  partial  employer  mandate  would  decrease  the  estimate  of  uninsured  but  could  still 
result  in  millions  of  Americans  being  without  health  insurance. 

For  VA  to  offer  health  coverage  similar  to  that  proposed  in  the  Health  Security  Act, 
options  of  no  employer  mandate  or  a  50%  employer  mandate  would  significantly  reduce 
anticipated  revenue  streams  to  VA.  Since  we  do  not  know  the  details  of  these 
proposals,  specific  estimates  are  not  possible. 

Question  17.  Assuming  the  Health  Security  Act  is  enacted  in  1994,  what  are  VA's 
projected  requests  for  appropriated  funds  for  health  care  in  FY  96,  97,  and  98? 
(Senator  Murkowski) 

Answer.  The  outyear  (1996-1998)  appropriation  estimates  contained  in  the  FY  1995 
President's  Budget  assumed  passage  of  the  Health  Security  Act.  These  Medical  Care 
appropriation  levels  are  as  follows  (in  billions  of  dollars):  $16,622  in  1996;  $17,122  in 
1997;  and  $17,122  in  1998.  Separate  from  the  budget,  the  Health  Security  Act  proposed 
an  additional  $1  biUion  increase  in  1995,  $600  million  in  1996,  and  $1.7  billion  in  1997 
to  ensure  a  successful  transition  for  the  VA  health  care  system  under  national  health 
care  reform.  VA  is  currently  analyzing  and  projecting  the  future  impact  of  funding 
from  the  health  care  alliances  and  the  impact  on  the  Medical  Care  appropriation 
requirements. 

Question  18.  GAO  has  testified  that  the  number  of  veterans  who  would  be  entitled 
to  free  comprehensive  health  care  will  increase  from  450,000  to  9  million.  How  is  VA 
prepared  to  care  for  this  number  and  what  would  be  the  cost  of  this  care?  (Senator 
Murkowski) 

Answer.  If  the  President's  plan  is  enacted,  VA  will  be  able  to  offer  veterans  the 
same  benefits  package  guaranteed  to  all  citizens  and  legal  residents.  Under  the 
President's  plan,  the  VA  health  system  will  have  to  compete  as  an  accountable  health 
plan  to  veterans  and  their  dependents.  The  Health  Security  Act  is  designed  to  increase 
VA  resources  thereby  assuring  access  to  care  at  VA  facilities  or  facilities  coordinated 
by  VA.  Currently,  VA  cares  for  2.4  million  veterans  at  a  cost  of  about  $16  billion  a 
year.  While  we  are  unable  to  project  the  cost  of  care  to  the  9  million  potential  enroUees 
estimated  by  the  GAO  to  be  eligible  for  free  care  from  VA,  we  note  that  we  would  be 
receiving  the  80%  premium  payments  for  each  one  who  does  enroll  with  VA.  Also,  we 
do  not  anticipate  that  all  9  million  eligible  veterans  would  opt  to  select  a  VA  health 
plan.  For  example,  veterans  whose  incomes  are  less  than  150%  of  the  poverty  level 
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would  be  eligible  for  free  care  from  any  plan.  Thus  we  would  expect  a  number  of  them 

may  enroll  in  other  plans.  .  .    .      ,  r         ^,        rvv.         u 

VA  will  have  a  much  broader  network  to  provide  for  the  care  of  enrollees.  Through 
the  expanded  flexibility  allowed  in  the  Health  Security  Act,  care  can  be  provided  in 
many  settings  not  traditional  to  VA,  e.g.,  in  local  practitioners  offices,  through 
agreements  with  individuals,  through  contracts  or  sharing  agreements  with  other 

^^° Question  19  What  would  be  the  impact  on  VA  in  health  care  reform  if  there  are  no 
alliances'^  Is  VA  able  to  collect  and  market  on  its  own?  (Senator  Murkowski) 

Answer  If  alliances  do  not  come  to  fruition,  other  means  must  be  developed  to 
assure  that  VA  is  treated  as  a  health  care  choice  available  to  all  veterans  and  that 
appropriate  risk  adjusted  premium  payments  are  received  by  VA. 

Within  a  framework  in  which  these  alliance  functions  are  provided  lor,  VA  could 
carry  out  its  mission  and  meet  the  challenge  of  health  care  reform. 
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